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HCFA 


The Health Care Financing Ad- 
ministration (HCFA) was established 
to combine health financing and 
quality assurance programs into a 
single agency. HCFA is responsible 
for the Medicare program, federal 
participation in the Medicaid pro- 
gram, the Professional Standards 
Review program, and a variety of 
other health care quality assurance 
programs. 

The mission of the Health Care 
Financing Administration is to pro- 
mote the timely delivery of ap- 
propriate, quality health care to its 
beneficiaries—approximately 47 
million of the nation’s aged, disabled 
and poor. The agency must also en- 
sure that program beneficiaries are 
aware of the services for which they 
are eligible, that those services are 
accessible and of high quality, and 
that agency policies and actions 
promote efficiency and quality 
within the total health care delivery 
system. 


Forum 


Forum, the official magazine of 
HCFA, is published to inform a wide 
audience on all aspects of health 
care financing and the activities and 
programs of the agency. Among its 
readers are health care administra- 
tors, planners, and other profes- 
sionals; state health and health finan- 
cing agencies; and major public and 
private corporations, institutions, 
and associations that finance health 
care for their members or employees. 

Forum provides information on 
actions and policies that promote 
efficiency and quality within the total 
health care system, encouraging dis- 
cussion and debate of the complex 
issues and problems relating to 
health care. By soliciting views from 
outside HCFA and the Department, 
Forum contributes to a constructive 
relationship and dialogue among 
the agency and health care provid- 
ers, third-party payers, and other 
segments of its readership. 


Editorial Comment 


Editorial 

What’s going to happen with 
Medicare and Medicaid under the 
Reagan Administration? 

The answer depends not only on 
the Administration’s proposals, 
but also on how they fare in Con- 
gress, and ultimately on how well 
they are implemented by the Health 
Care Financing Administration 
(HCFA). 

Indications of the general shape of 
things to come might be found in 
the recent remarks by the person 
who will have a major role in 
carrying out the new Medicare and 
Medicaid directions, HCFA 
Administrator, Dr. Carolyne K. 
Davis. 

Within 11 weeks of her appoint- 
ment last March 2, Dr. Davis had 
spoken before 11 major organiza- 
tions and key groups, including 
the nation’s state Medicaid 
directors, Blue Cross/Blue Shield 
executive officers, and the Federa- 
tion of American Hospitals. 

She summed up the new agenda 
in the form of the following 
“commitments”: 


“We will support increased 
authority at the state level in a 
true federal partnership. We will 
continue to support the health 
care industry’s voluntary effort to 
contain costs. We will offer ideas to 
increase competition and consumer 
choice. We will work toward more 
effective methods of reimbursement 
and coverage determination. We 
will renew our efforts to fight fraud 
and abuse, and we will work toward 
eliminating unnecessary regulation.” 


Increased competition is an 
improvement that Dr. Davis feels 
necessary in the health care delivery 
system itself. “More competition 
within the industry will help to 
control prices and keep quality of 
care at a high level,” she told one 
group. 

As for how Medicare is run, Dr. 
Davis has indicated there will be a 
continuation of what she calls a 


Medicare “contracting initiative.” 


“I believe the basic assumptions 
of this initiative are essential,” she 
says. “I see no need for modifying 
or changing our reliance on private 
sector contractors in the adminis- 
tration of Medicare. Our initiative, 
which I support fully, is directed at 
achieving improved quality of serv- 
ice to providers and beneficiaries, and 
accurate payment of program benefits.” 


She describes the major elements 
of the initiative as including a 
“gradual, seven-to-ten-year reduc- 
tion of the number of contractors, 
vigorous application of contractural 
standards of performance and move- 
ment away from non- competitive 
cost-reimbursement contracts.” 

“We will pursue these objectives 
administratively through the frame- 
work of present law,” she says. 
“We wil! also seek legislative 
changes that will provide the Sec- 
retary more flexibility in selecting 
contractors on a competitive basis 
and reimbursing contractors on 
other than a cost basis.” 

And finally, the new Adminis- 
trator has been pledging a with- 
drawal of “burdensome, unneces- 
sary regulation.” She has already 
established a Deregulation Task 
Force within HCFA “to make re- 
visions that fine tune necessary 
regulations and eliminate those that 
are not essential.” 

In this issue and in months to 
come, Forum will be addressing 
many of the important topics 
mentioned above: competition in 
health care, Medicare contracting 
initiatives, and deregulation. 


Virginia T. Douglas 
Editor 
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REDEFINING 


THE FEDERAL/STATE 
HEALTH PARTNERSHIP 


FOR MORE THAN A CENTURY, THE BULK OF 
this country’s health care effort has been conducted by 
state and local health officials, working in partnership with 
the Federal Government. One need not look beyond the 
impressive history of maternal and child health care or the 
recent, massive campaign to immunize children against 
communicable diseases to see the base that states have 
provided for federal health programming and to appreciate 
the quality of public health leadership at the state and 


community levels. 


However strong and vital the federal-state partnership 
in health has become, there is reason today to define it anew 
—to reassess its underlying assumptions and attempt to 
make it even more responsive to the needs of the people. 
Such a redefinition of roles and responsibilities is made 
possible by the maturation of public health practices and 
professionalism at every level. It is made virtually 
mandatory by the serious economic issues that confront the 


nation. 


In this country today there is an 
unprecedented but understandable 
public demand for fiscal accountabil- 
ity in government. The people are 
involved, as perhaps never before, in 
the setting and costing of priorities. 
The cause of their concern, the 
double-digit inflation that ravages 
our economy and errodes the pur- 
chasing power of government pro- 
grams, has prompted a_ thorough 
analysis of the federal role in Amer- 
ican society and proposals for re- 
medial reductions in federal spend- 
ing. 

Combined, the reductions plus in- 
flation effectively diminish the re- 
sources available for investment in 
health and human services. The 





question is, must these phenomena, 
the one so necessary to combat the 
other, also sap the vitality of our 
health care system? I think not. In- 
deed, I firmly believe that we can 
make this period of reduced federal 
spending work to our ultimate ad- 
vantage. 

Our system of delivering health 
services is the most sophisticated any 
society has ever enjoyed. It is not a 
perfect system, of course. It is 
sometimes inequitable, frequently 
puzzling, and quite expensive (com- 
pared to most other countries). But 
it is also the best in the world, a 
pluralistic enterprise that must be 
preserved and strengthened, even in 
times of economic adversity. 





Sophistication in health care de- 
livery, however, has proven some- 
thing of a mixed blessing. On one 
hand, our understanding of natural 
forces and processes gained through 
biomedical research has increased 
tremendously in recent years, making 
possible still further advances in 
knowledge. By applying this accrued 
knowledge, we have saved lives that 
otherwise would have been lost and 
repaired lives that once would have 
remained permanently damaged. 

As a result, life expectancy in our 
society is lengthening, and the qual- 
ity of those additional years en- 
riched; infant mortality has been re- 
duced significantly, with a parallel 
decline in many important areas of 
infant morbidity; and we are witness- 
ing steady declines in the death 
rates for heart disease, stroke, and 
some forms of cancer. 

On the debit side of the ledger, it 
is the sophistication of the health 
care delivery system, more than any 
other factor, that has made the ra- 
tional integration of services at the 
patient level so difficult to achieve. 
Over the years, the balance of re- 
sponsibility and authority that once 
characterized the federal-state part- 
nership in health has shifted steadily 
in the direction of the federal part- 
ner. With the relationship thus tilted, 
our programs have become more re- 
strictive, compartmentalized, expen- 
sive and out of tune with local needs 
and delivery capabilities. Without 
fear of overstatement, we can say 
that federal involvement in health 
care has made the job harder, not 
easier; costlier, not cheaper. 

From this record of achievements 
and opportunities only partially real- 
ized can be drawn important con- 
clusions. First, our society clearly 
does not lack for the creative genius 
and management skills that the bio- 
medical sciences, medical practice, 
and delivery of health care require. 





Thus, we are well equipped to sort 
out and evaluate the hard problems 
before us, to determine which re- 
quire whose attention and in what 
order of priority. 


Second, our best chance of im- 
proving the delivery of health serv- 
ices, without the ballooning over- 
head that accompanies federal in- 
volvement, is to provide the states 
with the resources and controls they 
need to do the job. it is time to cut 
out the middle man, by investing 
federal health dollars directly at the 
state level. 


Investing directly: Block grants 

At the core of this process is the 
Administration’s proposal to consoli- 
date 39 complex and often overlap- 
ping categorical grant programs into 
four state block grants: the first two 
for health care and preventive health 
services, the others to cover social 
services and emergency and energy 
assistance. In terms of health care, 
these changes will: 


e Bring the administration of 
health programs into close proximity 
with one another in each state, where 
they are close to the people and their 
health problems; 


e Help to eliminate duplication 
of services; 


e Stimulate the synergistic po- 


tential of similar or 
health programs; and 


compatible 


e Give states the managerial 
and policy flexibility they must have 
to respond successfully to their most 
pressing needs. 


The levels of funding for these 
services in 1982, as proposed, will 
be 75 percent of the 1981 level. Al- 
though we are reducing federal 
spending in most areas of health and 
human services, we are promoting 





certain areas, as well. None is more 
important than prevention. 

During his confirmation hearings 
in the Senate, Secretary Schweiker 
said he hoped to be remembered “as 
the Secretary who put preventive 
health care and preventive medicine 
at the very top of the federal health 
agenda.” I share his commitment to 
this first priority, and I am optimistic 
about our ability to advance the 
causes of prevention by means of 
the block grant approach to funding. 

Every state and territory has con- 
tributed in some way to the vitality 
and effectiveness of prevention pro- 
grams that, until now, have been 
federally managed. This Administra- 
tion’s prevention package, which will 
combine funds for fluoridation de- 
tection and control of hypertension, 
and eight other important preventive 
health services, should greatly 
strengthen state initiative to do an 
even better job of preventing illness 
and disability and promoting good 





Edward N. Brandt, Jr., is Assistant 
Secretary of Health of the Department of 
Health and Human Services. His appoint- 
ment by President Ronald Reagan was 
confirmed by the Senate on May 4th. 
Holder of both an M.D. and a Ph.D. in 
biostatistics from the University of Okla- 
homa Medical Center, Dr. Brandt also 
earned B.S. and M.S. degrees in mathe- 
matics from the University of Oklahoma 
and Oklahoma State University respec- 
tively. Just prior to his federal appoint- 
ment, he served the University of Texas as 
Vice Chancellor for Health Affairs; mem- 
ber of the Graduate School of Biomedical 
Sciences; and professor in the Depart- 
ments of Family Medicine and Preven- 
tive Medicine and Community Health 
(both in the School of Medicine). His ex- 
tensive professional activities include 
nearly 100 publications, and work with 
many committees, panels, commissions, 
and institutions at the national, state, and 
local levels. Dr. Brandt's honors range 
from a 1961 award for “outstanding 
paper by an intern” to being elected dis- 
tinguished service member of the Asso- 
ciation of American Medical Colleges in 


1979. 
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health by allowing the states to set 
their own priorities. 

The effect of the block grant pack- 
age for basic health services should 
be no less beneficial. Ii the past, the 
proliferation of public health pro- 
grams has generated a certain amount 
of criticism, not all undeserved. 
There were instances of excess, just 
as there were triumphs of foresight 
and duty. But we learned from those 
experiences and, through the years, 
there evolved a high caliber of re- 
sponsible, professional health serv- 
ice at the state level. It is our assess- 
ment that the individuals who today 
provide this service in every state 
and territory know the needs of their 
citizens and are far better equipped 
to meet those needs, at a lower cost 
per service unit, than we who labor 
at the federal level. 


Investing wisely: Research continuum 
In this time of fiscal uncertainty, 
we must make the most cost-effec- 
tive use of resources. That premise 
underlies the block grant proposals. 
It extends to every activity in the 
Public Health Service. Next year, 
more than half of the PHS budget 
request of $7.4 billion will be spent 
on biomedical and behavioral re- 
search. In this most essential arca, 
as in perhaps no other, the need for 
the most carefully considered de- 
ployment of our dollars is evident. 


Part of the success of our research 
efforts over nearly three decades 
may be traced to the fact that we 
have pursued a research agenda that 
celebrated the asking of questions. 
That spirit of inquiry must be pre- 
served, but in a context which the 
analysis of costs and the setting of 
priorities figure prominently in the 
decision-making process. 

The subject, here, is discipline; and 
under that heading are two preemi- 
nent needs: 


e First, we need to find better 
ways of targeting the resources avail- 
able for research to the priorities 
most important to our society, in- 
cluding that of basic research. 


e Second, we need to improve 
the methods by which the results of 





biomedical research are applied to 
people’s daily lives. 


No one can say, even with the 
benefit of hindsight, that this coun- 
try’s record of achievement in bio- 
medical research would be any bright- 
er had this kind of disciplinc been 
exercised in the past on the alloca- 
tion of resources. But we can say that 
the imposition of these measures 
now—the setting of research priori- 
ties and, where appropriate, the 
speedy application of results at the 
bedside—can be accomplished with- 
out endangering the continued vital- 
ity of our research effort. Indeed, 
improved management of our re- 
search resources in the years ahead 
should improve the stability and re- 
liability of American biomedical re- 
search, attracting to it and holding 
the interest of serious investigators 
who want to invest their careers in 
high priority work. 

The director of the National In- 
stitutes of Health, Dr. Donald Fred- 
rickson, recently discussed NIH ef- 
forts to seek stability in the priority- 
setting process, to establish an equi- 
librium between “selective growth in 
areas in which scientific opportunity 
is hottest and persistent activity in 
colder areas in which need of knowl- 
edge is still great.” * The result, Dr. 
Fredrickson concluded, and I agree, 
ought to be a “full continuum of 
activities, from the most fundamen- 
tal to the most practical ends of bio- 
medical research.” 


In such a “continuum,” one might 
easily identify such “hot” areas of 
opportunity as cell biology and im- 
munology. Further along the con- 
tinuum, we should no doubt main- 
tain our efforts in cystic fibrosis and 
osteoarthritis, our development of 
data on the causes of premature 
births, and our studies of spinal cord 
regeneration, to mention just a few 
of the many areas where need is 
great. 


Our proposed research budget for 
next year calls for only a modest 
increase in funding. As such, it re- 
flects not only the hard realities of 





* New England Journal of Medicine, 
February 26, 1981. 





the economy, but our determination 
to add to our extraordinary research 
record by injecting a greater measure 
of discipline into the processes by 
which we set the nation’s research 
priorities. 


Return responsibility to states 

We are all being tested in the 
crucible of a changing economy. As 
the federal role is reduced, the roles 
of state and local government will 
grow, and the private sector also will 
gain strength. The research commu- 
nity will be asked to make even better 
use of its resources, with emphasis 
on the early clinical application of 
research results. 

This period will not be without 
some anxiety. I believe that it will be 
short-lived, however, and that, ulti- 
mately, our pursuit of knowledge 
and our ability to deliver services to 
the people will be strengthened. 

Progress is being made. We have 
reviewed every federal program in 
public health and made some early, 
but reasonable, assumptions about 
them—their effectiveness and who 
should be responsible and account- 
able for them. Priorities have been 
assigned to all activities and the at- 
tendant dollar values honed down to 
essential levels. We have proposed 
changes in the federal-state partner- 
ship that will bring the respective 
roles into closer, more productive 
harmony and return a_ significant 
measure of responsibility for the na- 
tion’s health to the states and their 
communities. 


The principles of federalism upon 
which this country was founded are 
as valid today as they were 200 years 
ago. If we strayed from those prin- 
ciples—if we have, too often, per- 
mitted government to become the 
master of our destinies, rather than 
the instrument of our collective will 
— it is not too late to correct the im- 
balance. This is the hope that pro- 
pels this Administration, the premise 
that underlies our determination to 
join the lessons of the past and the 
promises of the future in a revital- 
ized health care system, one that will 
be truly responsive to the needs of the 
American people. si 
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“ 


a 1965, the rules for reimbursement 
Maa of physicians by the program have 


& growth in federal spending on medi- 
cal services—but at a price. The 
resulting increase in physician charges 
to patients beyond what Medicare 
pays has caused a decline in bene- 
ficiaries’ satisfaction with Medicare, 
even as physician participation in 
the program has dropped. A major 
challenge to the Health Care Financ- 
ing Administration (HCFA), which 
administers Medicare has been to 

identify what factors increase 
physician acceptance of the 
2 Medicare payment over time. 


by William R. Boyles 


Why Dontt \w 
Physicians Like 
Assignment? Sia 
Patient share of cost rises, 


as Medicare program seeks 
solutions 


DAILY, MEDICAL ASSISTANTS 
in a handful of physician offices 
across the country carry stacks of 
paperwork to a central computer ter- 
minal located within the same build- 
ing. After a long session with the ter- 
minal, the assistant returns, confident 
the mission is successful. Within 
three days a Medicare contractor 
mails a check to the physician for 
the week’s work in seeing benefici- 
aries. No paperwork has changed 
hands. 





William R. Boyles is a_ professional 
writer who specializes in health and medi- 
cal science policy. He spent five years as 
a health writer and editor for FDC Re- 
ports, a Washington news service and 
newsletter group, and also has written for 
Hospitals, Urban Health, and other pe- 
riodicals in the health care field. His AM 
degree was earned at the University of 
Michigan and his BS at Eastern Michigan 
University. 
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While this new development in 
physician billing is occurring in only 
a few areas, it is becoming more 
common every day. The resultant 
easing of the paperwork burden 
helps improve Medicare’s image 
among physicians as a program that 
is becoming more efficient and easier 
to deal with. But the program is be- 
coming less acceptable to physicians 
in other ways, because of what many 
physicians view as inadequate levels 
of reimbursement. 

In fact, through deductibles, co- 
insurance, and extra charges, an in- 
creasing share of the cost of care has 
gradually shifted to the Medicare 
patient, who must make up the extra 
cost. Although the deductible the 
patient pays has shrunk as a per- 
centage of total Medicare payments, 
the ratio of coinsurance to the reas- 
onable charge established by the 
program has staved the same (20: 
80); and there has been a big jump 
in extra charges as a percentage to 
total payments to physicians (see 
Figure 1). 


Today, Medicare patients are 
paying over a billion dollars a year 
in unexpected costs for medical serv- 
ices, aside from coinsurance and de- 
ductibles. Although beneficiaries in 
general approve of the Medicare pro- 
gram, this is an area of great patient 
dissatisfaction with the supplemen- 
tary medical insurance portion (Part 
B) of Medicare.* A number of pro- 
posals have been offered to remedy 
the growing problem. 


A great deal is now known about 
why and how patients experience 
growing costs, what influences physi- 
cians to drop out of Medicare or to 
charge more than it pays, and why 
the existing payment mechanism is 
creating problems. But changing 
these factors may involve some diffi- 
cult tradeoffs between patient and 
government costs, unless a better 
way can be found to make Medicare 
payments more attractive to physi- 
cians. 





* Beneficiary attitudes toward Medicare 
assignment were discussed in the article, 
“Helping Beneficiaries Understand Medi- 
care and Medicaid,” in the August 1980 
Forum. 





Designed for flexibility 

When Medicare was enacted, it 
was intended to reflect as much as 
possible the private sector’s way of 
doing business and paying physi- 
cians at a “reasonable” level. How- 
ever, several features of Medicare 
intended to avoid overpayment of 
physicians have made it very differ- 
ent from other payment systems. 


Figure 1. Physician Payments: 
The Changing Portrait 
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For instance, in describing the 
Medicare payment calculation, the 
original law did not specify a precise 
formula for payment. This led to 
widespread variations in how Medi- 
care contractors applied the calcula- 
tion in local areas—and a larger- 
than-expected increase in physician 
charges after Medicare went into 
effect. 


This prompted Congress to take 
steps in 1972 that in effect distin- 
guished the system even further: 


e The prevailing charge for a 
physician’s services was defined as 
the 75th percentile in the range of 
“customary charges” for that service 
(in many communities, this meant 
the lowering of some prevailing 
charge limits). 


e An annual updating of 
physician charges, based on charges 
made in the previous calendar year, 
was established; as a result, the phy- 
sician payment profile now lags be- 





hind actual charges by 6 to 18 
months or even more. 


e An “economic index” was 
authorized to be applied to Medi- 
care prevailing charge calculations 
to reflect physician expenses and 
general earning levels (effective in 
1975). 


Also, the original Medicare pay- 
ment mechanism allowed patients to 
“assign” reimbursement for their 
bills to their physician, so the patient 
would not have to pay physicians’ 
bills themselves and then seek reim- 
bursement from Medicare. Physi- 
cians could decide on a case-by-case 
basis if they wanted to accept the 
Medicare scale as full payment or 
bill the patient for more than Medi- 
care would pay. Over time, this re- 
sulted in flexibility to raise fees, 
even as Medicare was restraining 
payments, and produced a situation 
in which physicians are charging bil- 
lions more than patients are reim- 
bursed. Furthermore, in only half of 
all claims do physicians now accept 
the Medicare payment. Originally 
intended to mirror the private insur- 
ance system, and so provide an ac- 
curate and fair government reim- 
bursement to patients, the current 
system is in reality a creature all its 
own. Medicare provides a payment 
that is based on specific economic 
indicators of how fast fees should 
be increasing. But physicians simply 
charge more. 


Older or non-white 
beneficiaries are less 
likely to experience 
added costs. 


Nearly all involved—especially 
program administrators, beneficiaries, 
and taxpayers—agree that there is a 
need to improve the situation. So 
far, efforts have been directed toward 
identifying the factors that affect the 
physician’s decision to charge extra 
—and determining who is _ being 
hardest hit by the charges. Let us 
examine what is known so far. 





JUNE 1981/HCFA FORUM 








Patient costs vary remarkably 

One of the most striking features 
of today’s Medicare payment system 
is the remarkable variation through- 
out the country in the medical pro- 
fession’s acceptance of it. In some 
areas of the United States, physi- 
cians are twice as likely to accept 
the Medicare payment schedule as in 
other areas. Some physician special- 
ties are twice as likely to accept it as 
other specialties. 


Overall, about 50 percent of U.S. 
physicians, given the choice, decided 
to accept the Medicare payment dur- 
ing the past six years. But if joint 
Medicare-Medicaid claims are ex- 
cluded (in many states, physicians 
who accept patients covered by both 
must accept the schedule of pay- 
ments), the percentage drops about 
20 points, so that two-thirds of all 
Medicare-only patients nationwide 
must pay out-of-pocket expenses for 
medical care above what Medicare 
pays. 

The age and race (but not sex) of 
a Medicare patient have something 
to do with the likelihood of a physi- 
cian’s accepting the Medicare pay- 
ment level. The older the patient, 
the more likely no extra medical 
costs will be experienced. Non-white 
beneficiaries, who are statistically 
more likely to have Medicaid cover- 
age, also are less likely to experience 
added costs, because Medicaid re- 
quires acceptance of the payment 
level. 


Geographical differences in the 
degree to which physicians accept 
Medicare payments are significant, 
according to data collected from the 
ten federal regions by the Health 
Care Financing Administration (see 
Figure 2). In the Seattle region, the 
level’ of acceptance dropped, from 
65 percent in 1969 to 32 percent 
ten years later. By contrast, the 
Philadelphia region experienced a 
slight increase in the level of accept- 
ance, from 48 percent to 50 percent. 
Nationwide, eight of the ten regions 
experienced a decrease in acceptance 
of Medicare payments from 1969 to 
1979, with the Boston region gaining 
the most acceptance at 68 percent. 


*Source 


**Source: 





Even more striking are the differ- 
ing experiences of the program’s 
contractors in the acceptance of 
Medicare payments by the medical 
profession. In 1979, for instance, 
Rhode Island Blue Shield showed 
an assignment rate nearly four-and- 
a-half times better than the con- 
tractor for the State of Wyoming. 
This means that patients may have 
experienced added _ out-of-pocket 
costs in 19 percent of all claims in 
Rhode Island—but in 81 percent of 
all claims in Wyoming. 


Figure 2. 


Changing Acceptance of 
Medicare Assignment 





National 
Rate Federal 
Year (net)* Region 
60.8% Boston 
58.5 New York 
54.9 Philadelphia 
52.7 Atlanta 
51.9 Chicago 
51.8 Dallas 
50.5 Kansas City 40.7 -36.2 
50.5 Denver 40.0 -45.2 
50.6 SanFrancisco53.4 -243 
51.3 Seattle 32.1 -50.5 
cance 


1979 Change 
Rate Since 
(net)** 1969*** 


67.6% -83 
Do che 
GLG  tf5 
52.1 =14 
47.4 -13.0 
49.7 -30.1 
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Newton, and Carl Hackerman. “Physi- 
cians’ Charges Under Medicare: Assign- 
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HCFA. Part B Carrier Workload Report (for) 
February 1980. May 1980, p. 11 


***Source: SSA, ORS. DHEW Publication SSA-72- 


11702, HI-33, January 10, 1972, p. 6 


In fact, the biggest variations in 
how much Medicare patients pay in 
added medical charges are related 
to Medicare contractors. Some con- 
tractors in a region experience twice 
the level of physician acceptance of 
Medicare payment levels as do others 
in the same region. It is common for 
two contractors in the same region 
or even in adjoining states to ex- 
perience differences of ten or twenty 
percent in the level of acceptance. 
At least some of the differences may 
be due to the type of patient served 
by the contractor (as_ indicated 
above), but contractor experience is 
probably a more important factor. 
Physician attitudes towards the con- 





tractor are considered key elements. 
(An upcoming report by the Inspec- 
tor General for the Department of 
Health and Human Services discusses 
reasons for the variation in assign- 
ment rate among contractors.) 

Another difference in the willing- 
ness of physicians to accept Medi- 
care payments is seen in physician 
specialties. Nationally, the research- 
ers found that the five specialties 
serving the greatest number of Medi- 
care patients accepted Medicare’s 
payment level about half the time, 
but the level of acceptance varied: 
from 44 percent of charges to aged 
beneficiaries accepted by opthal- 
mologists to 55 percent accepted by 
radiologists and general surgeons. 
For all specialties, acceptance varied 
from 43.2 percent of charges by spe- 
cialists in otology/rhinology/laryn- 
gology to 62 percent of pathologist 
charges. 

Such a low degree of physician 
participation in Medicare nation- 
wide may jeopardize patient access 
to needed services, since costs are 
a major barrier to care, and often 
creates extra paperwork burdens for 
the patient. No wonder Medicare pa- 
tients and others are more vocal 
than ever about the existing payment 
mechanism. 

Moreover, these findings show that 
unexpected medical costs have more 
to do with the area of the country 
a patient lives in, who the Medicare 
contractor is, and what condition is 
being treated, than with ability to 
pay or other rational factors. This 
raises serious questions about how 
well the system is designed and 
what changes are needed. 


Physicians are also liable 

The low level of payments is the 
main reason physicians decline 
Medicare participation, according to 
the medical profession. Other factors 
cited are physicians’ attitudes toward 
government, patients’ ability to pay 
added charges, and physicians’ ex- 
periences with contractors. 

In Fiscal Year 1980, 80 percent 
of the claims physicians submitted to 
Medicare after accepting “assign- 
ment” from their patients were re- 
duced, while 84 percent of the claims 





HCFA FORUM/JUNE 1981 








from physicians who did not accept 
assignment were reduced. Viewed 
by a physician, this means that as 
of today most claims submitted to 
Medicare will be reduced by an aver- 
age of 22 percent, whether assign- 
ment is accepted or not. However, 
the physician who accepts payment 
is prohibited from making up the 
difference by charging the patient. 
For all physician claims paid in Fis- 
cal Year 1980, Medicare reduced 
the requested reimbursement by $3 
billion. Furthermore, physicians 
identify a number of factors besides 
the payment level as reasons for dis- 
satisfaction. These include: an en- 
cumbered physician-patient  rela- 
tionship when extra charges are 
made; an erratic cash flow if the 
contractor denies payment; the diffi- 
culties of collecting copayments and 
deductibles from patients; and added 
labor costs to deal with Medicare. 

Thus, the declining medical pro- 
fession acceptance of Medicare pay- 
ment levels is a double-edged sword 
that damages both professionals and 
patients. Physicians, whether they 
participate or not, face a growing 
rejection of their level of charges, 
and possible bureaucratic road 
blocks. Thus, the incentive is to not 
participate. While critics would 
argue that these physician charges to 
Medicare patients cannot be justi- 
fied and the red tape is not excessive, 
the practical effect is to make Medi- 
care patients less attractive. A direct 
tradeoff is created between what and 
how Medicare pays and patient fi- 
nancial liability. 


Shifting burden to patients 

Medicare patients are shouldering 
a bigger and bigger proportion of 
medical bills above what Medicare 
pays, the figures show beyond a 
doubt. But how big a burden is it, 
considering that Medicare benefi- 
ciaries have always been required to 
pay a deductible and a certain 
amount of co-insurance? Are the 
complaints over growing costs justi- 
fied when the total picture is con- 
sidered? 

Total spending by the aged for 
covered physician services more 
than tripled from 1968 to 1977, 





Assignment One of two ways 
payment is made for services cov- 
ered under Medicare medical in- 
surance (Part B). The physician 
or supplier agrees to accept 
Medicare’s “reasonable charge” as 
full payment and may bill the 
patient for no more than the un- 
met deductible, coinsurance, and 
noncovered items and _ services. 
The physician files claim with the 
Medicare carrier and receives pay- 
ment directly from the carrier. If 
the physician does not accept as- 
signment, the beneficiary submits 
his or her bill for covered services 
directly to the Medicare carrier, 
receives payment directly from the 
carrier, and is responsible for 
paying the physician. Without as- 
signment, although Medicare pay- 
ment is based on Medicare- 
determined reasonable charge, the 
physician is not restricted to 
charging this amount. (Note: 
When a hospital, skilled nursing 
facility, or home health agency 
provides Part B services, the pro- 
vider always submits the claim. ) 


Carrier An organization that has 
entered into an agreement with 
HHS to process claims under 
Part B of Medicare. 


Coinsurance The portion of re- 
imbursable hospital and medical 
expenses, after subtraction of any 
deductible that Medicare does not 
pay. For Part B, after the annual 
deductible has been met, Medi- 








care pays 80 percent of reason- 


What does it all mean? Some Medicare definitions 


able charges for covered services 
and supplies (with a few excep- 
tions). The remaining 20 percent 
of reasonable charges is the co- 
insurance. 


Deductibles The first $60 in 
Part B expenses for the year that 
must be incurred before Medicare 
starts to pay. Expenses incurred 
in the last three months of a year 
applied toward the year’s deduc- 
tible also may be used toward the 
following year’s deductible. 


Reasonable charge An individ- 
ual determination of charge made 
by a carrier for a covered Part B 
medical service or supply. In the 
absence of unusual medical cir- 
cumstances, it is the lowest of: 


(1) the physician’s or suppli- 
er’s customary charge for 
that service; 


(2) the prevailing charge for 
similar services in the lo- 
cality; 


(3) the actual charge made by 
the physician or supplier; 
or 


(4) the carrier’s private busi- 
ness charge for a compara- 
ble service. 


Reasonable cost The basis for 
payments to participating provid- 
ers. Reimbursement is based on 
the reasonable cost of providing 
services or the customary charges 
for such services, whichever is 
less. 





while the proportion covered by 
Medicare declined from 90 percent 
to 82 percent of that total. However, 
the portion paid out-of-pocket by 
Medicare patients for coinsurance 
and deductibles declined from 32 
percent to 26 percent because they 
need not pay more than a $60 de- 
ductible, making these payments pro- 
portionately lower. 

In pure dollar terms, combined 
coinsurance/deductible payments by 
patients have gone up about one 





billion dollars in that period and so 
have added charges. But the most 
obvious increase has come from 
added charges—those not allowed by 
Medicare and collected from th: pa- 
tient by the physician. These went 
from $50 million in 1968 or 2.2 per- 
cent of all payments to $699 million 
in 1977 or 9.8 percent of total pay- 
ments. By 1980, these added charges 
to Medicare patients topped one bil- 
lion dollars. (While it is often as- 
sumed these charges are actually 
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paid by the patient, no hard evi- 
dence proves this. Some amount re- 
mains unpaid). 


Medicare beneficiaries 
have always had to pay 
a deductible and 

some co-insurance. 


Another way of looking at the 
changing patient burden is to ex- 
amine what happens when you also 
consider premiums. In one recent 
study, Medicare covered 62 percent 
of all physician charges, while pa- 
tients paid 38 percent, counting 
only deductibles, coinsurance and 
extra charges. But, when premium 
payments were figured in, Medicare 
covered only 31 percent of total 
payments. 

What all this adds up to is that, 
while the percentage of extra and 
largely unexpected medical charges 
to Medicare patients is still less than 
ten percent, the actual dollar vol- 
ume is more visible than other pay- 
ments, such as coinsurance/deduc- 
tibles. 

Meanwhile, the ‘deductible itself 
is frozen and unrelated to either 
income or other aspects of the sys- 
tem; coinsurance remains a constant 
share of patient payments; and pre- 
miums keep rising. There seems lit- 
tle logic to changes in patient out- 
of-pocket medical costs—only a 
changing burden of costs. 


Payment reform: A balancing act 
Too many competing objectives 
constitute the main problem in find- 
ing solutions to the Medicare pay- 
ment squeeze. For instance, the fast 
and easy method might be to simply 
drop fee restraints adopted in earlier 
years, so that Medicare reimburse- 
ment equals or exceeds other fees. 
Physician acceptance of Medicare 
fees would surely increase, and the 
Medicare patient’s financial burden 
would be substantially reduced. 
However, this also would result 
in faster increases in government 
spending, jack up private insurer fee 





levels in the existing private system, 
and create market distortions. It also 
might “freeze” unjustified fee varia- 
tions by geographic area and spe- 
cialty. In a competitive market, these 
concerns would be magnified. 

Could fees be raised high enough 
to please most physicians? It has 
been suggested, but not proved, that 
fee increases over Medicare levels 
are intended to increase the base 
level for individual physicians— 
thereby creating a quicker fee growth 
over time. If true, fees will always 
exceed Medicare levels. 

A simple across-the-board hike in 
Medicare fee levels would also ignore 
other equally persuasive factors in 
acceptance of Medicare payments. 
These include attitudes of physicians 
towards Medicare contractors, paper- 
work burdens, and payment delays. 
Rapid mechanization of Medicare 
claims payment could improve all of 
the above. Were physicians to view 
the Medicare payment system as 
more efficient and easier to deal with 
than in the past, because of reduced 
paperwork, their concern over pay- 
ment levels might be somewhat miti- 
gated. 

Moreover, researchers believe that 
an important determinant of physi- 
cian acceptance of Medicare com- 
bines the physician’s experience with 
Medicare with a _ psychological 
component that includes his or her 
attitudes toward government in gen- 
eral, philosophy of care for aged and 
low-income patients, and “target” 
level of personal income desired. 

A different way of approaching the 
problem would be to greatly improve 
patient access to information as to 
which physicians accept the Medicare 
payment. In theory, if a patient could 
choose freely and the market for 
physician services were subject to 
more patient scrutiny, physicians 
would be pressured to lower fees. 
Physicians who take the Medicare 
payment would have a competitive 
advantage over those who do not. 
While this approach is being tried 
in several areas, it may be hamstrung 
by the fact that patients tend to 
remain loyal to their personal physi- 
cian and are probably not concerned 
enough by extra charges to change 





physicians. However, final judgment 
must await the results of research. 


There are also proposals to allow 
physicians to “join” Medicare and 
become “participating” physicians. 
In return for various incentives such 
as more simplified billing, reduced 
administrative costs and higher pay- 
ment levels, physicians would agree 
to accept the Medicare payment. A 
related approach would make ac- 
ceptance of Medicare payment 
mandatory or establish fee schedules 
based on such differing factors as 
the physician’s geographic location 
and experience. These and other ap- 
proaches are being or will be soon 
tested through HCFA-sponsored re- 
search and demonstration projects. 


The main problem 
with Medicare 
payments: Too many 
competing objectives. 


Finally, HCFA is considering a 
number of administrative changes 
that could have at least some impact 
on the acceptance of Medicare pay- 
ments. Cash flow problems and col- 
lection difficulties could be eased by 
more contractor support for physi- 
cians experiencing problems. An in- 
creased effort by contractors to speed 
up payments and reduce corres- 
pondence, using more mechanized 
advanced billing methods, would im- 
prove cash flow problems and col- 
lection difficulties for physicians. 

In short, not all the cards have 
been uncovered. What is needed is 
a strategy to improve Medicare ac- 
ceptance by the medical community 
through a combination of payment 
incentives and competitive pressure. 
As the nation moves towards a more 
competitive financing system, some 
of these incentives and pressures will 
occur naturally. But in the meantime, 
advances in management tools and 
appropriate research projects can do 
much to restrain excess charges, 
while more permanent changes are 
contemplated. bal 
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AS RECENTLY AS THE 1960s, 
mentally retarded and other develop- 
mentally disabled persons who lived 
in institutional settings were confined 
to large, usually state-owned facili- 
ties, removed from the public eye 
and given little but custodial care. 


Today, the spectrum of alternative 
services available to such persons has 
expanded tremendously. Growth in 
technology that is little short of 
phenomenal is resulting in remark- 
able developmental and behavioral 
gains. Thus, many retarded persons 
are able to live at home or within 
the community, while they partici- 
pate in mainstream activities of daily 
life, including school, work, play, 
and worship. 


Medicaid and other federal, state, 
and local initiatives and programs 
have played a major role in the 
improved treatment of developmen- 
tally disabled persons and the prolif- 
eration of services to them. One 
major contribution to their welfare 
has been made by Medicaid’s “inter- 
mediate care facility for the mentally 
retarded” (ICF/MR) program, which 
stresses strong standards for physical 
environment and safety, as well as 
statutory requirements to assure that 
they receive “active treatment.” 
Active treatment is defined in HCFA 
regulations as providing an integrated 
program of interventions developed 
by an interdisciplinary team, written 
in behavioral and measurable terms, 
and based upon the client’s assessed 
needs. 


The ICF/MR program has re- 
sulted in literally changing the physi- 
cal environment and role of the larg- 
er institutions; at the same time it 
is being used to develop small, 
community-based facilities (serving 





Photographs courtesy of Nekton, Inc., St. Paul, Mn 
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fewer than 15 persons). However, 
the program’s requirements for 24- 
hour supervision, plus other limita- 
tions, have led to complaints of 
inflexibility, a “medical model” 
orientation, and too much emphasis 
on “paper compliance.” 

Since the program was initiated, 
expenditures on it have increased 
dramatically. Today, states must 
evaluate the impact of a proposed 
Medicaid funding cap on the struc- 
ture of the ICF/MR program. Pre- 
paring to meet the challenges of pro- 
viding effective, cost-beneficial serv- 
ices to mentally retarded and other 
developmentally disabled persons in 
the future, staff of the Health Care 
Financing Administration (which ad- 
ministers Medicaid on the federal 
level) are studying possible new, 
more flexible approaches to the 
ICF/MR program. 

This article discusses current social 
policies of “normalization” for 
mentally retarded and other develop- 
mentally disabled persons, the history 
of services to this population, the 
influence of Medicaid on their care, 
and future prospects for Medicaid 


support. 


Terms avoid labels, stereotypes 
The term “mentally retarded and 
other developmentally disabled per- 
sons” signifies today’s trend to view 
persons with developmental needs 
from the standpoint of their individ- 
ual, functional relationships to the 


nondisabled. Previously, the practice 
was to use categories that applied per- 
jorative labels to persons, as if the 
labeled “condition” were a perma- 
nent part of the person’s being. “De- 
velopmentally disabled” refers to 
persons with significant deficits in 
functional skills that affect his or 
her ability to function independently 
in three or more areas of life skills; 
these deficits first occurring within the 
developmental period (before early 
adulthood). The term “mentally re- 
tarded” is still used for individuals 
with significantly subaverage intel- 
lectual functioning (usually three 
standard deviations below the mean 
on intelligence tests) and deficits in 
adaptive behavior (e.g., skills for 
independent living) first occurring 
during the developmental period. 


Obviously, many mentally retarded 
persons are developmentally disabled, 
but by no means are all develop- 
mentally disabled persons mentally 





An analyst in HCFA’s Office of Legis- 
lation and Policy specializing in the sub- 
ject of long-term care, Maren Anderson 
holds a masters’ degree in public policy 
from the University of California at 
Berkeley and a BA from the University 
of Michigan. 

Heather Menninger, now a staff analyst 
for HCFA’s health standards and quality 
staff in Region I, assisted with research on 
this article while a student intern in the 
division of long term care of HCFA’s 
Health Standards and Quality Bureau. 
She earned a master’s degree in human 
services management from the Heller 
School, Brandeis University, and has a 
BA from Hampshire College, Amherst, 
Massachusetts. 

Wayne Smith, Ph.D, is a _ program 
analyst in the division of long-term care 
of HCFA’s Health Standards and Quality 
Bureau. His doctorate in special educa- 
tion was earned at the University of New 
Orleans. He also holds an MS in speech 
pathology from Purdue University, an 
MSW from Tulane University, and a BS 
in education from Eastern Illinois Uni- 
versity, 


HCFA FORUM/JUNE 1981 





12 





retarded. For example, a person with 
cerebral palsy may be intellectually 
superior. Also, some persons who are 
“significantly subaverage in intellec- 
tual functioning” may be so com- 
petent in adaptive behavior that they 
cannot be viewed as “developmental- 
ly disabled.” 

While these distinctions may seem 
narrow or arbitrary, viewing indi- 
viduals more from a functional than 
a diagnostic basis has enabled many 
to free themselves from the behavi- 
oral and cultural sterotypes that have 
been attached to the labels for dec- 
ades. While there is continuing disa- 
greement about the various meanings 
and effects of the new functional 
criteria for disability, they are useful 
in determining what type and extent 
of intervention an individual may 
need in which setting. 


Participating in the mainstream 
Changes in social attitudes and 
government policy over the past 
decade have resulted in refocusing 
the care of mentally retarded persons 
from large institutions to community 
settings. Since 1969, over 30,000 
persons have been discharged from 
public facilities and placed in alter- 
native settings. Some have left the 
residential care system altogether. 
Approximately 140,000 individuals 
remain in public and private resi- 
dential settings; however, community 
residences have grown rapidly. To- 
day, over 62,000 mentally retarded 
persons live in small facilities that 
each serve 15 or fewer persons. 
Most community residences house 
fewer than ten persons in conven- 
tional homes in ordinary neighbor- 
hoods. By virtue of their location in 
the community, residents can utilize 
“generic” services (transportation, 
education, and recreation) available 
to the general population. Life in 
homelike community residences and 
participation in the mainstream acti- 
vities in the vicinity form the essence 
of “normalization,” a concept that 
can be extended to other living situa- 
tions. For instance, supervised 
apartments are becoming available 
for those who can live almost inde- 
pendently with only nominal staff 
supervision. In some states, foster 





homes are arranged for adult re- 
tarded persons. Many states encour- 
age families to care for retarded 
relatives at home through provision 
of supportive services and cash in- 
centives. Finally, many retarded 
persons are capable of living inde- 
pendently with intermittent assistance 
from caseworkers and other support- 
ive services. 


The past: “Protected” from society 

The shift from large institutional 
to small community-based settings in 
some ways parallels the earliest sys- 
tematic efforts in the 19th century to 
provide care for mentally retarded 


persons in America. These efforts 
centered around the placement of 
young adult retarded persons in the 
homes of craftsmen, where they 
learned skills that would enable them 
to be less dependent upon the com- 
munities in which they lived. Today, 
such an approach would be called 
foster care and vocational habilita- 
tion. 

By the turn of the 20th century, 
five states had created public insti- 
tutions for mentally retarded persons, 
perhaps because increasing numbers 
of retarded persons were being 
identified as such and perhaps as a 
function of the growing influence of 
social Darwinism, which taught that 
such individuals were socially defec- 
tive and best removed from society. 

By 1925, most states had at least 
one large, rural institution to which 








was committed an ever increasing 
number of persons who were re- 
tarded or believed to be retarded. 
There they lived out their lives pro- 
tected from society and, perhaps 
more important, society was pro- 
tected from them. By the 1950's, 
literally hundreds of thousands of 
mentally retarded and mentally ill 
persons were massed together in hun- 
dreds of institutions across the coun- 
try, some housing as many as 5,000 
residents each. The institutions con- 
stituted the only alternative to retain- 
ing a retarded family member in the 
home. 


During this era, it was generally 
believed that mentally retarded pers- 
ons were incapable of learning, and 
there was no widely available tech- 
nology to facilitate learning. Schools 
systematically excluded _ retarded 
people from the classroom, and 
there were few if any workshops 
available for employing retarded 
persons. Later, the Depression and 
the years of World War II had a 
deleterious effect on the large in- 
stitutions. While their populations 
grew and more facilities were built, 
financial resources devoted to them 
for staffing and programs were inade- 
quate. 
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Anyone who had visited mental 
institutions in the late 1950s or early 
1960s will recall seeing hundreds of 
very disabled persons, usually dressed 
in gowns and behaving in a bizarre 
fashion, in large “day rooms” that 
reeked of disinfectant and worse. A 
study of staff behavior in a large in- 
stitution in the late 1960s revealed 
that over 80 percent of staff time was 
spent in cleaning up excrement and 
bathing residents—in this case, adult, 
severely and profoundly mentally re- 
tarded persons who had never been 
toilet trained. 


Judicial forces 
of change have been 
pervasive and 


powerful. 


The state of institutional services 
for mentally retarded persons in the 
1960s was summarized by Robert B. 
Kugel * who noted: 


“Typically, public residential fa- 
cilities have been plagued by a triple 
problem: overcrowding, understaff- 
ing, and underfinancing. To compli- 
cate matters further, the public, long 
accustomed to knowing little about 
mental retardation, often held inaccu- 
rate information, and there was a 
mystique about the retarded and 
other handicapping conditions in- 
volving feelings of hopelessness, 
repulsion, and fear. Gradually, a 
change in attitude has been occurring 
as various significant efforts have 
been made to enlighten lay and pro- 
fessional people alike. But despite 
these efforts the residential facilities 
of this country have languished.” 


Powerful forces for change 

It was not until the 1970s that a 
number of powerful forces coalesced 
to effect fundamental and dramatic 





* Kugel, Robert B., “Why Innovative Ac- 
tion?” in R. B. Kugel and Wolf Wolfens- 
berger (eds) Changing Patterns in Resi- 
dential Services for the Mentally Retarded. 
Washington, D.C., President’s Committee 
on Mental Retardation, 1969. 





changes in the way mentally re- 
tarded and other developmentally 
disabled persons were viewed, evalu- 
ated, provided services, and support- 
ed. These changes resulted from the 
convergence of forces in the areas of 
litigation, legislation, ideology, and 
scientific research and technology: 


e Litigation. The judicial sys- 
tem has been one of the most perva- 
sive and powerful forces for change, 
particularly since the 1954 Brown v. 
Board of Education decision. Two of 
the earliest and still most significant 
court cases affecting services to men- 
tally retarded persons occurred in 
the early 1970’s. One * established 
the right of all handicapped persons 
to a free and public education; the 
other ** the right of institutionalized 
persons to appropriate and effective 
treatment. The former case rapidly 
accelerated the numbers of special 
education classes established in pub- 
lic schools throughout the country, a 
trend which began in the 1950s (at 
that time, however, only the least 
handicapped were served). The lat- 
ter case led to an emphasis on treat- 
ment, rather than custodial care. 

There have been literally hundreds 
of cases in recent years, but the two 
mentioned are significant because 
they were precursors to the major 
enabling legislation that has bene- 
fited handicapped persons. 


e Legislation affecting the de- 
velopmentally disabled has been 
spurred by litigation and advocacy, 
as well as by the civil rights move- 
ment and its spin-off to other human 
rights issues. Major among such 
laws enacted since 1970 have been 
the Rehabilitation Act of 1973, the 
Education for Handicapped Persons 
Act of 1975, and the Developmental 
Disabilities Act of 1970 (which con- 
solidated earlier legislation that pro- 
vided funds to construct mental re- 
tardation research centers). In 1972, 
legislation was enacted that included 
funding for intermediate-care facili- 
ties for the mentally retarded (ICFs/ 





* Pennsylvania Association for Retarded 
Citizens vs. the Commonwealth of Penn- 
sylvania, 1971. = 
** Wyatt vs. Stickney (State of Alabama), 
1971. 





MR) under Title XIX of the Social 
Security Act. Many other programs 
for disabled persons were developed 
during the 1970s, including housing 
and categorical grants for research; 
and services to the disabled were in- 
cluded in many entitlement programs 
that provide basic income support, 
health care, and social services. 


The effect of these legislative ini- 
tiatives in the 1970s was to create a 
dizzying array of entitlements and 
services, which unquestionably have 
enabled handicapped persons to live 
and grow in an atmosphere far bet- 
ter than could have been imagined 
20 years ago. 


e Ideology. During the last 20 
years also, advances in Scandinavian 
social philosophy concerning services 
to developmentally disabled persons 
took form in the concept of “nor- 
malization,” * which means permit- 
ting mentally retarded persons to live 
as normal a life as possible. While 
it may be difficult to define normal 
in any given cultural or societal set- 
ting, it is generally conceded that 
living conditions in institutions for 
the retarded at that time were de- 
finitely not normal. 


Once the retarded 
were considered 
subhuman, eternal 
children, unable 

to learn, a threat 

to society. 


American practitioners slowly 
came to embrace the concept of nor- 
malization in refutation of distorted 
attitudes about mental retardation 
often held by retarded persons them- 
selves, their parents, social service 
professionals, and society as a 





* This concept is fully discussed by Wolf 
Wolfensberger in his book, Normaliza- 
tion; The Principles of Normalization in 
Human Services, published by the National 
Institute on Mental Retardation, Toronto, 
1972. 
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whole. These attitudes included the 
beliefs that the retarded were, vari- 
ously, subhuman, eternal children, 
soul-less, unable to learn, a threat or 
scourge to society, or a punishment 
for (family) sin. In operation, nor- 
malization is achieved by providing 
to the retarded person services that 
support and encourage him or her to 
engage in normal everyday activities 
and to take part in the life of the 
community. 


e Scientific research and_tech- 
nology. A final major force for 
change has been the development of 
sophisticated technologies for teach- 
ing and training developmentally dis- 
abled persons. For example, it is 
now possible for severely mentally 
retarded people who cannot talk to 
learn to approximate normal speech 
through electronically operated de- 
vices. Another example is the use of 
behavior-shaping techniques to teach 
complicated assembly tasks that en- 
able mentally retarded persons to 
engage in productive, competitive 
employment. The widespread refine- 
ment, simplification, and implemen- 
tation of these technologies enables 
teachers, parents, employers, and 
other caregivers to intervene in the 
development of retarded and other 
developmentally disabled persons. 


Funding is not as 
plentiful for non- 
residential services 
provided outside 
an institution. 


Many disabled have, as a result, 
demonstrated undreamed of advances 
in independence, productivity, and 
personal dignity. Not every retarded 
person can become independent and 
self-sufficient; but with existing 
methodologies, all handicapped peo- 
ple, regardless of the severity of 
their condition, can grow, change, 
and maintain a quality of life far 
beyond the expectations of only a 
short time ago. 





As change wrought more change, 
the structure of contemporary sys- 
tems for delivering services to the 
disabled began to change as well, 
introducing new problems brought 
about by diversity. 


Diversity poses difficulties 

The growth of different types of 
residences and reliance on generic 
programs posed some difficulties. 
Since community services are decen- 
tralized, funding and monitoring 
agencies have found it hard to keep 
track of the various programs. Thus 
case management has become cru- 
cial to successful community pro- 
gramming for such individuals. The 
case manager helps assess the 
clients’ needs, secure appropriate 
services, arrange for scheduling and 
transportation, obtain funding, and 
monitor for quality of care. 


A coordinating, monitoring agency 
that can assemble appropriate fund- 
ing for services for each needy client 
in a community is especially neces- 
sary because of the number and di- 
versity of funding sources developed 
under the various federal enactments 
that apply to developmentally dis- 
abled persons. Some background on 
such funding might be helpful: 


Financing of care for mentally re- 
tarded persons has evolved over the 
years, becoming, like the nature of 
services, more diverse. Originally, 
private organizations and state and 
local governments were the principal 
financers of comprehensive institu- 
tional care for this segment of the 
population. Among the federal social 
programs created during the Great 
Society of the 1960s, Medicaid and 
food stamps were precursors to the 
broad variety of services now avail- 
able to mentally retarded and devel- 
opmentally disabled persons. By the 
mid 1970s, the Federal Government 
had become a major partner in the 
financing of their care, sharing re- 
sponsibility with states and local 
units. Federal funding became possi- 
ble through multiple enactments, 
mainly amendments to the Social 
Security Act. 


The Supplemental Security In- 
come (SSI) program (Title XVI of 





the Act) provides a basic income and 
some funding for domiciliary care, 
while the social services program 
(Title XX) enables the states to 
offer social services. Medicaid (Title 
XIX) provides for medical and resi- 
dential needs. In addition, the Fed- 
eral Government funds certain spe- 
cialized services, such as education 
for handicapped children, and voca- 
tional rehabilitation, and HHS makes 
grants to states and other entities to 
stimulate development of innovative 
services to the developmentally dis- 
abled. 


“Active treatment” is 
the most important 
facet of the ICF/MR 


program. 


Despite the many separate pro- 
grams, gaps continue to exist in the 
array of community services to de- 
velopmentally disabled persons. In 
particular, funding is not as plentiful 
for non-residential services provided 
outside an institution. For example, 
federal and state expenditures for 
social services benefiting mentally re- 
tarded persons under Title XX were 
approximately $300 million in FY 
1979, a pittance compared to federal 
and state expenditures for public 
institutional services (estimated $2 
billion) that same year. 


Medicaid upgrades environment 
One reason funding is more plenti- 
ful for institutional services is that 
Medicaid is the most generous fed- 
eral funding source available to 
states for providing care to men- 
tally retarded persons. In 1972, 
Congress authorized funding for in- 
termediate care facilities for the 
mentally retarded under Medicaid. 
The ICF/MR program permits fed- 
eral payments for care in institutions 
where they are provided “active 
treatment.” Today, 48 states have 
adopted the benefit and are serving 
almost 117,000 persons at a cost of 
approximately $2 billion per year. 
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Originally, the ICF/MR_ benefit 
was intended to upgrade physical 
plant and programming in large in- 
stitutions. There are almost 500 large 
ICFs/MR in the program today. 
But states have also begun develop- 
ing small facilities serving 15 or 
fewer persons. Almost 600 small 
ICFs/MR_ have been established, 
primarily in Minnesota and New 
York. (Several thousand other small 
facilities serving retarded persons are 
supported by other financing 
sources. ) 

Medicaid’s ICF/MR program has 
contributed to significant improve- 
ments in physical settings of institu- 
tions as a result of major renovation 
and new construction projects. Men- 
tally retarded persons who reside in 
ICFs/MR have the benefit of a bed- 
room for no more than four persons, 
personal privacy, and _ specialized 
training programs. The statutory re- 
quirement for active treatment is per- 
haps the most important facet of the 
ICF/MR program. It means that 
custodial care alone is not acceptable 
in Medicaid-financed facilities for 
mentally retarded and developmen- 
tally disabled persons. 

While the ICF/MR program per- 
mits the development of small facili- 
ties in the community, it limits the 
types of community facilities that 
can be funded under Medicaid to in- 
stitutions that provide 24-hour sup- 
ervision. As a result, board and care 
homes and other group homes that 
provide intermittent supervision can 
not qualify to be ICFs/MR under 
the program. 

As the momentum for community 
care hes accelerated, the ICF/MR 
program has been urged to become 
more flexible. Some advocacy groups 
would like Medicaid to pay for resi- 
dences in the community that provide 
only room and board, with minimal 
supervision, while the residents go to 
other community settings for habili- 
tation services. This is not possible 
under current law. As small ICFs/ 
MR continue to develop, pressure on 
the Medicaid program will increase 
to fund community-based, generic 
services such as day care and home 
care, which provide habilitation to 
retarded people. 





Under the current Medicaid pro- 
gram, the trend is for states to uti- 
lize ICF/MR funds for both large 
state institutions and small commu- 
nity residences. Many states have also 
pianned to expand their Medicaid 
programs to include such generic 
services as day care and home care. 
If this continues, total Medicaid ex- 
penditures for care of mentally re- 
tarded and developmentally disabled 
persons will continue to increase 
rapidly over the next few years. 


Should Medicaid expand coverage? 

In view of such trends, the basic 
role of Medicaid in financing services 
for mentally retarded persons must 
be carefully examined, particularly 
in light of the program’s emergence 
as the primary financing source of 
residential services for the mentally 
retarded and developmentally dis- 
abled. 

The rising expenditure trends, 
coupled with mounting pressures to 
expand Medicaid coverage, are cause 
for concern. In an era of diminishing 
federal financial resources, it is im- 
portant to consider whether Medicaid 
can reasonably expand its current 
focus. Is it appropriate to use a pro- 
gram of medical assistance for the 
poor to finance social and habilitative 
services for a special group of peo- 
ple whose needs are primarily non- 
medical? 


Should Medicaid cover 
a continuum of care 
for developmentally 
disabled persons? 


In 1972, when Congress decided 
that Medicaid should include as a 
state option institutional services for 
mentally retarded people, it was im- 
possible to foresee that the focus of 
services for this population would 
change so rapidly from institutions to 
community settings. The concern now 
is: Can and should Medicaid pro- 
gram administrators interpret the cur- 
rent Medicaid law to cover a spec- 
trum of small residences, from 





board-and-care homes through facili- 
ties that provide a full range of care 
while still making sure that the statu- 
tory requirements for active treat- 
ment and 24-hour supervision of the 
mentally retarded residents are met? 
Also, since Medicaid does not spe- 
cifically cover habilitative services 
outside the ICF/MR, there is some 
question as to whether Medicaid 
coverage should be extended to ha- 
bilitation provided in day care and 
home care settings. 

HCFA is now analyzing whether 
the program can reimburse for ha- 
bilitation in community _ settings 
under current law and whether Med- 
icaid should be reformed to cover a 
continuum of care for mentally re- 
tarded and other developmentally 
disabled persons. 

Using available research informa- 
tion, a HCFA staff committee is de- 
veloping issue papers on alternative 
concepts for Medicaid coverage of 
care for mentally retarded and devel- 
opmentally disabled persons under 
both the current statute and potential 
legislative changes. 

Of particular concern are the po- 
tential effects on utilization and cost 
of services that liberalization of 
Medicaid policy toward the develop- 
mentally disabled would produce. 
With resources limited, HCFA must 
determine whether community-based 
care can be provided at a lower cost 
than institutional care. Other im- 
portant issues are the quality of care 
provided in community settings and 
the effect of expanded coverage on 
the role of the family in caring for 
disabled relatives. Finally, the role 
of Medicaid in relationship to other 
federal and state programs that also 
cover community settings will be ex- 
amined by the HCFA committee. 

The ICF/MR program has im- 
proved the quality of life for men- 
tally retarded persons who remain 
in institutional care. Our challenge 
today is to continue Medicaid’s role 
in improving services to these per- 
sons within the context of an evolv- 
ing system in which delivery of serv- 
ices is rapidly becoming decentral- 
ized—but in which the traditional 
institution still plays an important 
part. i 
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CHA LLENGE 
PREVENTION 


Are America’s greatest 
health burdens avoidable? 


by = 
Katharine G. Bauer and Ronald W. Wilson 





This article is the first of two on preventive health 
care that will appear in Forum. Both articles were con- 
densed by the Forum’s editor from the section, “Preven- 
tion Profile,’ in Health United States, 1980.* Some 
charts, tables, footnotes, other documentation, and ref- 
erences to methodology that appear in the original docu- 
ment have been eliminated for presentation here in 
article form. The second Forum article will concern 
current and future measures for preventing or controlling 
illness, injury, and untimely death. 


| ape: disease and safeguarding against injuries 
are hardly new concerns of the American people. 
During the 19th and early 20th centuries citizens, pro- 
fessionals, and legislators joined in determined pursuit 
of these goals. This pursuit brought signal victories over 
the major diseases that afflicted the population in those 
times and began a continuing, if spasmodic, interest in 
environmental and occupational safety. Protective 
measures were identified and adopted against smallpox, 
malaria, cholera, typhoid fever, scurvy, rickets, pellagra, 
and other conditions. The spread of tuberculosis was 
gradually halted. Childbed fever, infant diarrhea, and 
poliomyelitis were for the most part relegated to history 
books. 


Now the question becomes whether prevention, which 
worked so successfully in the past, can be employed to 
reduce the incidence of major diseases today. Heart 
disease, cancer, stroke, and accidents are some of the 
conditions that create the heaviest burdens on our popu- 
lation and our economy as we enter the 1980s. 

By definition, prevention requires action to reduce or 
eliminate exposure to risks that would increase the 
chances for an individual or group to incur disease, 
disability, or untimely death. Prevention also includes 
discovering and controlling risk factors, such as high 
blood pressure, soon enough to minimize dangerous 
consequences. 


Some kinds of preventive actions, such as stopping 
smoking, can be taken only by the individual at risk. 
Others, such as immunization, call for the services of 
health professionals. Still others, such as the control of 
toxic agents in the environment, demand the broad in- 
volvement of many sectors of society—private and gov- 
ernment. Some prevention measures are targeted to 
individuals and some to groups of individuals or entire 
populations at risk. By the same token, certain pre- 
ventive measures, such as tests for cervical cancer, take 
place in physicians’ offices and ambulatory care centers; 
others, such as metabolic screening of the newborn, are 





* The fifth annual report of the Public Health Service on the 
nation’s health, submitted by the Secretary of Health and 
Human Services to the President and the Congress. (DHHS 
Publ. PHS-81-1232; 323p.) For sale by Superintendent of 
Documents, U.S. Government Printing Office, Washington, 
D.C. 20402. 





done in hospitals; and many are best accomplished in a 
variety of nonmedical settings—in peoples’ homes, in 
schools, at the worksite, in the board rooms of consumer 
product manufacturers, and in state and federal legis- 
latures. 


Risk factors many, knowledge limited 
Health or its absence is determined by various factors 
operating in one or more of the following spheres: 


e Human biology, including genetic components. 


e External environment, including the objects with- 
in it. 


e Lifestyle, or customs and habits of living. 


e Health promoting and restoring systems of so- 
ciety, including environmental control and regulatory 
measures, efforts to influence lifestyle, and preventive 
and medical treatment services of the health care 
systems. 


Preventive services of the health system can be used 
to contravene risks inherent in some aspect of human 
biology, such as administering a vaccine to overcome 
inherent susceptibility to rubella; protective measures, 
such as safety regulations, can be used to protect 
against hazards in the environment; and health promot- 
ing communications, such as media campaigns and 
school health education programs, can be used to moti- 
vate change to more healthful lifestyles. 

But simple cause and effect relationships do not apply 
to many of the nation’s major health problems. For 
example, the risk factors implicated in heart disease and 
stroke relate to at least two spheres of health deter- 
minants: high blood pressure and family history relate 
to human biology; smoking, diet, and exercise relate to 
lifestyle. Stressful work conditions also a suspected risk 
factor; should research establish a significant associa- 
tion, environment would become a third possible deter- 
minant. Correspondingly, reducing the risk associated 
with heart disease and stroke in the population requires 
multifaceted, comprehensive strategies within the health 
promoting and restoring systems. Individuals have the 
principal roles in reducing risks associated with their 
hazardous lifestyles, but their families, their employers, 
and the manufacturers of the products they use also 
play crucial parts. 

The ways in which concurrent risk factors interact 
are only beginning to be understood. Research in this 





Katharine G. Bauer, now a principal staff officer with the Institute 
of Medicine of the National Academy of Sciences, was senior 
advisor in the Office of Health Information and Health Promo- 
tion, Office of Disease Prevention and Health Promotion, 
Office of the Assistant Secretary for Health, PHS, when she 
wrote this article. Ronald W. Wilson is director of the Division 
of Environmental Epidemiology, National Center for Health 
Statistics, PHS. 
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interaction, as in most other aspects of prevention, has 
been scant. Several epidemiologic studies suggest that 
the effects of such interaction may be powerful. For 
example, risks of cancers of the respiratory system more 
than triple when heavy smokers are exposed to certain 
toxic agents or dusts in the work environment. Risks of 
stroke among women using oral contraceptives are more 
than doubled among the subset who smoke. 

Breakdown of health may become more likely accord- 
ing to the intensity of exposure to risk and its continua- 
tion over time For example, white men 30-39 years of 
age who smoke more than one pack a day are almost 
three times as prone to heart attacks as are nonsmokers 

Do we now have the knowledge to assign risk factors 
to all diseases and deploy effective prevention strategies 
to reduce them? No. Medical science enables us to cure 
no more than a small fraction of common diseases in 
the U.S.; most health system resources must be devoted 
to amelioration and palliation. 

Degrees of knowledge about effective prevention, 
vary considerably from one disease or condition to the 
next, ranging from a complete capability to eliminate 
sickness or death from a particular cause to complete 
ignorance of risks or strategies for early intervention 
(see Figure 1). Between these extremes lies a host of 
diseases and conditions for which risk factors are under- 
stood in varying degrees and where any preventive meas- 
ures, can be expected to have varying degrees of impact. 
For example, the probability of preventing the onset of 
measles and poliomyelitis by applying known interven- 
tion measures is nearly 100 percent, and the probability 
of preventing brain tumors by such applications is zero. 
Also, the potential for successful intervention may de- 
pend heavily on the characteristics of the people the 
preventive measures attempt to reach, the appropriate- 
ness of the particular measures selected to reach them, 
and the skill with which these measures are applied. 

This article describes the major challenges to preven- 
tion of avoidable illness and disability; conditions that 
constitute the nation’s leading causes of death and po- 
tential years of life lost. Related risk factors, whose re- 
duction might lighten the burden are summarized and 
the challenges to risk reduction in different age groups 
are reviewed. 


Today’s four horsemen of death 


The average American baby born in 1978 can expect 
to live more than 26 years longer than one who was 
born in 1900. A large part of this dramatic increase in 
life expectancy results from the prevention and control 
of communicable diseases that formerly accounted for 
high rates of death among children and young adults. 
In 1915, when states first began to register births, 100 of 
every 1,000 babies born alive died during the next 12 
months. By 1950 this rate had fallen to 29.2 and, by 
1978, to 13.8. 

While efforts continue to extend the control of com- 
municable diseases and to reduce infant mortality 





> 


9 


g ; ; 
WS. & : 
& 
Ee 


Absolutely Figure 1.A Continuum for Preventability 
preventable 


r 


os 


No known 
prevention 


among groups of the population where it is still in- 
ordinately high, the nation now faces new challenges in 
its pursuit of prevention. In 1975, the four leading 
causes of death were heart disease, cancer, stroke, and 
accidents, poisonings, and violence. Together, they ac- 
count for 4 out of 5 deaths (heart disease, about 2 in 
5; cancer 1 in 5; stroke 1 in 10; and accidents 1 in 10). 
Respiratory diseases also figure as a numerically im- 
portant cause of death. Major causes of death and re- 
sultant years of life lost and earnings foregone are 
analyzed in Figure 2. 


In years of life lost, based on current life-expectancy 
rates at each age, heart disease and cancer again domi- 
nate. Because these diseases strike more frequently in 
older age groups, however, they account for a smaller 
proportion of lost years than of deaths. Also, because 
children, teenagers, and young adults are the most 
frequent victims of accidents and violence, the propor- 
tion of potential years of life lost from this cause is 
almost twice as high as the proportion of deaths. Finally, 
deaths associated with congenital anomalies and certain 
causes of perinatal mortality, though relatively few, 
account for a sizable proportion of total years of poten- 
tial life lost, because they occur at the early end of the 
life span. 


For lifetime earnings lost due to premature death, 
the percentage distribution follows closely that for years 
of life lost; deaths resulting from heart disease, cancer, 
and accidents account for about three-fourths of the 
total. Heart disease accounts for 38 percent of deaths, 
but only 30 percent of lost earnings, because these deaths 
occur rather late in life, at ages for which relatively few 
productive years remain. Accidents, on the other hand, 
represent only 8 percent of deaths, but account for 22 
percent of lost earnings, because deaths due to accidents 
occur at relatively young ages and many years of poten- 
tially productive activity are lost. 


Staying the hand of fate 

Not too many years ago, chronic diseases and acci- 
dents were accepted as inevitable blows of inscrutable 
fate or as natural concomitants of aging. At the turn of 
the century, the three disease categories most prevalent 
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were influenza and pneumonia, tuberculosis, and diarrhea 
and related diseases. Today, deaths from these conditions 
are prevented or controlled. The age-adjusted death rate 
for influenza and pneumonia in 1900 equalled the 
present rate for heart disease, and the rates for tuber- 
culosis and diarrhea exceeded the present cancer rate. 
Accidents and stroke increased with respect to rank order 
of causes of death, but the age-adjusted death rates from 
these conditions were enormously reduced. 

Successes in preventing or controlling the diseases 
then most prevalent reflect the combined contributions 
of epidemiology, public health and sanitary engineering, 





categories, motor vehicle accidents and other accidents, 
are broken out of the single category, accident, poison- 
ings, and violence, used earlier; and the categories dia- 
betes, cirrhosis of the liver, arteriosclerosis, and suicide 
are introduced. The risk factors with which each of these 
categories is associated suggest major challenges to and 
opportunities for prevention. Some risk factors relate 
to personal lifestyle, some to inherited biologic charac- 
teristics, and some to environmental hazards. Thus 
actions to control these risks are required by individuals 
themselves, by the medical, public health, and engineer- 
ing professions, and by public policymakers. 


Figure 2. 
Selected Causes of Death, Potential Years 
of Life Lost, and Earnings Forgone: 
United States, 1977 
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Source: National Center for Health Statistics: Computed by Division of 
from data compiled by Division of Vital Statistics 


medical science, technology, and a steadily rising general 
standard of living that has led to improved levels of 
nutrition and education. 

On the other hand, the current preponderance of 
heart disease, cancer, stroke, and accidents and violence 
as major causes of death reflects to some degree the 
introduction of risks or increases in risks less prevalent 
in 1900. The introduction of the automobile is an ob- 
vious cxample. Motor vehicle accidents now account 
for almost half of all accidental deaths; and automobiles 
have also become an important source of air pollution. 
Widespread cigarette smoking after the turn of the 
century introduced another type of risk. The effects on 
health of many other changed circumstances in 20th 
century living—new dietary patterns, introduction of 
new chemicals into the environment, decreased levels of 
physical activity at work—are only beginning to be 
understood. 

To broaden the picture, consider the ten leading 
causes of death in 1977, which accounted for 82 per- 
cent of the nation’s deaths (see Figure 3). Two of the 


Years of Life Lost 


Heart disease’ 21.6 


Malignant neoplasms 


Respiratory diseases 





Earnings Foregone? 


Accidents, 

poisonings, 

and violence 

29.9 Malignant neoplasms 22.2 

Respiratory 
diseases —— 
4.1 Stroke 5.4 
All other 
14.5 All other 

14.7 


\ 


Congenital anomalies Congenital anomalies 


7.9 1.7 


People in different age groups experience important 
differences in risks to health. Some of these differences, 
set forth in the 1979 report by the U.S. Surgeon Gen- 
eral, Healthy People,* are summarized below, along 
with major opportunities for prevention and proposed 
national goals for the different age groups. 


First year of life hazardous 

Despite the dramatic decline in infant mortality 
throughout the 20th century, the first year of life re- 
mains hazardous. With the exception of people 65 years 
of age and over, death rates for infants exceed those at 
all other times of life. 

Infant deaths today are principally associated with 
one of three causes: immaturity-associated (low birth 
weight) and birth-associated conditions, and congenital 
birth defects. But deaths are only part of the story, 
because survivors of these conditions have greatly in- 
creased chances of experiencing developmental prob- 
lems and severe, lifelong disabilities. 

About 7 percent of American babies are of low birth 
weight (2,500 grams or less). This percentage is higher 





* Available from the Superintendent of Documents, US. 
Government Printing Office, Washington, D.C. 20402. 
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than that for several Western European countries, which 
may account for lower infant mortality rates in those 
countries. In Sweden, for example, only 4 percent of 
newborns are of low birth weight. Pregnant women who 
lack proper nutrition incur greater risk of either bearing 
infants of low birth weight or having stillborn infants. 
Maternal smoking is another risk factor, associated with 
slow fetal growth, doubling the chance of having an in- 
fant of low birth weight and increasing the risk of 
stillbirth. 

Reduction of deaths from birth-associated conditions 
depends in part on early identification and clinical man- 
agement of medical risk factors during prenatal care. 
However, many childbirth risks cannot be detected in 
advance; thus prompt care by skilled professionals is 
required at the time of delivery. 


Children have gained greatly 
from prevention and treatment 
of communicable disease. 


Given current knowledge, many congenital birth de- 
fects (including congenital physical anomalies, mental 
retardation, and genetic diseases) can be prevented. The 
Center for Disease Control estimates that the incidence 
of mental retardation could be reduced 20 percent, if 
known preventive measures were to be universally ap- 
plied. These include newborn screening and prompt 
continuing treatment of phenylketonuria (PKU) and 
congenital hypothyroidism. Birth defects may be caused 
by inherited factors or result from exposure of the fetus 
to infectious or toxic agents during pregnancy, espe- 
cially during the first three months. Many genetic dis- 
orders can be detected before, during, and shortly after 
pregnancy, and there are options for interventions. 
Hazards to the fetus from its prenatal environment can 
be reduced. These include rubella (German measles) in 
the mother during the first trimester; radiation and 
chemicals in the mother’s workplace; certain medica- 
tions ingested by the mother; and excessive alcohol 
consumed by the mother in early pregnancy. 

Because of the many opportunities for risk reduction, 
the goal set by the Surgeon General is to reduce infant 
mortality by at least 35 percent by 1990, to fewer than 
9 deaths per 1,000 live births. 


Children risk death by accident 

Children have benefited extraordinarily from preven- 
tion and treatment of the many communicable diseases 
that used to threaten their lives and health. The death 
rate for children 1-14 years of age in 1900 was 870 per 
100,000; by 1978, it fell to a record low of 43. Today, 
accident has replaced disease as the major risk to 
children’s lives. 





Almost 10,000 American children were killed in 
accidents in 1978, more than four times as many as 
died from cancer, the next leading cause. The majority 
of accidents can be prevented, however, through changes 
in lifestyle or environment or both. Almost half of 
such deaths are associated with motor vehicles. Failure 
to place small children in car safety restraints and to 
enforce wearing seat bets among older children as well 
as dangerous driving constitute major risk factors. 


Figure 3. 


Major Causes of Death in 1977 and 
Associated Risk Factors 





Major Causes of Deaths, 1977 
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‘Major risk factors. 
Source: Office of Disease Prevention and Health Promotion. 


Accidents other than motor vehicle (drowning, resi- 
dential fires, toxic substances, and ingestion or inhala- 
tion of lead) constitute the leading cause of children’s 
deaths. Risk factors include lack of appropriate super- 
vision and exposure to environmental hazards. Most 
childhood accidents are not fatal, but they usually cause 
suffering, often cause permanent impairment, and almost 
always create demands on the health service system. 
Most nonfatal accidents are associated with recreational 
activities and equipment. 
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In examining other leading causes of children’s 
deaths, the opportunities for reducing risks become less 
clear. The risk factors for childhood cancer are not well 
understood, but recent advances in treatment have con- 
siderably improved chances of survival. Deaths from 
birth defects partially reflect failures of amelioration at 
earlier ages. Child death rates from influenza and pneu- 
monia are already quite low; how much further reduc- 
tion can be made is uncertain. 

That homicide constitutes a major cause of death for 
American children is shocking, especially because it 
serves as merely one measurable indicator of child 
abuse and neglect. Child abuse is greatly underreported, 
but estimates of cases range from 200,000 to 4 million 
a year. Child neglect, emotional and physical, is thought 
to be more common. Its long-term consequences to 
physical and mental health may be equally serious. 
What leads parents and other caretakers to neglect or 
abuse children is not well understood, but risk factors 
include alcohol, general family disorganization and in- 
stability, inability to manage stress, and unrealistic 
parental expectations. Unwanted children, children of 
teenage mothers, and children in families with closely 
spaced children are believed to be at special risk. 

Other barriers to healthy growth of children include 
vision problems and nutritional deficiencies. These are 
not reflected in death and injury rates, but can interfere 
with normal intellectual and physical development and 
create risks to health in adult life. 


Major threats to child health could be reduced by 
preventing children’s involvement in motor vehicle and 
other accidents. A 50-percent reduction in fatal acci- 
dents would be enough to achieve the Surgeon General’s 
goal of fewer than 34 deaths per 100,000 children by 
1990. At the same time, many other not easily quanti- 
fiable obstacles to healthful emotional and _ physical 
development of children need to be addressed through 
preventive measures. 


Teens, young adults: Death rate up 

Unlike Americans in every other age group, the death 
rate for the 40 million adolescents and young adults is 
higher today than it was 20 years ago. Many of the 
tragedies from their violent death, sterility, and parent- 
hood appear to be associated with inability to deal 
appropriately with the strains, opportunities, and re- 
sponsibilities that accompany the transition from child 
to adult status. The major health problem for this age 
group are violent death and injury, alcohol and drug 
abuse, unwanted pregnancies, and sexually transmitted 
diseases; with accidents, homicides, and suicides by far 
the leading causes of mortality, accounting for about 
75 percent of deaths. 

Excessive driving speed and alcohol are strongly 
associated with motor vehicle accident fatalities. Alcohol- 
related accidents are the leading cause of death for those 
15-24 years of age, and 60 percent of all alcohol- 
related highway traffic fatalities are among this age 





group. Risks from alcohol and fast driving are exacer- 
bated by failure to use seat belts. 

The social, psychological, and cultural reasons behind 
the high rate of homicide in the United States are com- 
plex, but alcohol and easy access to firearms are pre- 
cipitating risk factors. In 1976, more than 1 of every 
10 teenagers and young adults who died committed 
suicide. Firearms are used in suicides more than four 
times as often as poisoning, the second most frequent 
method. 

Adolescents and young adults are particularly prone 
to infection from sexually transmitted diseases. These 
young people experience 75 percent of the estimated 12 
million cases that occur each year. The most serious 
complications caused by these diseases are pelvic in- 
flamatory disease, sterility, infant pneumonia, infant 
death, and mental retardation among offspring. Pelvic 
inflamatory disease annually accounts for over a quarter 
of a million hospitalizations; 50,000 surgical procedures; 
and sterility in over 50,000 women. 


Accidents, homicides, and 
suicides cause about 75 percent 
of teen, young adult deaths. 


Risk of sexually transmitted diseases is greatly re- 
duced by consistent use of condoms. Early diagnosis 
and treatment can curtail transmission of such diseases 
and disability or complications. However, effectiveness 
depends on reaching patients who attend clinics and 
those identified in screening programs, as well as their 
sexual contacts. 

Birth control methods currently prevent an estimated 
750,000 unwanted pregnancies among teenagers each 
year, but teenage girls are the age group least apt to 
avail themselves of this protection. Each year about 1 
million teenagers, 1 of every 10, becomes pregnant; of 
these, two-thirds are unmarried and about 3 in 10 elect 
to terminate pregnancy. The babies of teenage mothers 
are at special risk of low birth weight and other un- 
favorable outcomes. The mothers face serious problems 
of disrupted schooling and public dependency. 

The Surgeon General has set a national goal to im- 
prove the health and health habits of adolescents and 
young aduits and, by 1990, to reduce deaths by at least 
20 percent, to fewer than 93 per 100,000. 


In middle years: Heart disease, cancer, stroke 

For the middle years, heart disease, cancer, and 
stroke dominate all other causes of death. Cirrhosis of 
the liver, accidents, and homicide also rank high, but 
account for considerably lower proportions. Approxi- 
mately 170,000 people in this age group died in 1977 
from heart disease, the leading cause of death for men 
over 40 years of age. The mortality rate for heart 
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disease among premenopausal women is much lower 
than for men, but gradually catches up after menopause, 
and is the greatest source of permanent disability claims 
among workers under 65. Stroke remains the third 
leading cause of death in this age group and was respon- 
sible for almost 26,000 deaths in 1977. Severe handi- 
caps of motion, speech, and memory frequently afflict 
the survivors. 

The major risk factors for heart disease and stroke 
are smoking, high blood pressure, high serum cholester- 
ol, and diabetes. Risks for particular types of heart 
disease are potentiated by certain drugs, including oral 
contraceptives high in estrogen, especially among smok- 
ers. Other risk factors include overweight, physical in- 
activity, genetic predisposition, and personality patterns 
related to stress. 


As yet, there is no way to explain or predict most 
heart disease and stroke. Many smokers with high 
blood pressure and high serum cholesterol counts escape 
premature death or disability from these diseases, and 
many nonsmokers apparently in prime physical condi- 
tion become victims. Reducing risks provides no guar- 
antees, but it can measurably increase the chances for 
escape. 


Most heart disease and stroke 
cannot be explained or predicted. 


One in four Americans contracts cancer. It claimed 
the lives of almost 390,000 in 1977, of whom 150,000 
were in the middle years of life. Cancer followed heart 
disease as a leading cause of death for those 25-64 
years of age. Cancer is not a single disease, but a group 
of diseases, each with its own rate of development and 
occurrence, but having in common an_ uncontrolled 
multiplication of -malignant cells. Some types grow 
slowly, others fast. Environmental, biological, and life- 
style conditions that may be antecedent and predispos- 
ing often differ for cancers of different sites. 

Almost half of all cancer fatalities are from the fol- 
lowing three varieties: lung, large intestine, and breast. 
As already noted, lung cancer is the leading cause of 
death from this disease for men and, if present trends 
continue, may soon become the leading cause for 
women, replacing cancer of the breast. Men and 
women experience cancer of the intestine at about the 
same rate. 


Many cancer risks known 
While the causes of most cancers are unknown, many 
contributing factors have been identified: 


e Cigarette smoking is responsible for more cases 
of cancer and more deaths from cancer than any other 
known agent, especially cancers of the lung, oral cavity, 





larynx, bladder, and pancreas. Smoking can also in- 
crease the risks associated with other factors. 


e Higher rates of cancers of the larynx, oral cavity, 
esophagus, and liver occur among people consuming 
large amounts of alcohol over time. 


e The connection between cancer and direct radia- 
tion exposure, both from x-ray equipment and from 
sunlight, has long been established, and protective 
measures have been devised. However, problems remain 
in determining safe levels of exposure to low level 
radiation emanating from the many sources in the 
natural and man-made environment. 


e Occupational exposures to chemicals can cause 
cancers that are rare in the general population and can 
increase the incidence of common types. For example, 
workers producing plastics who are exposed to vinyl 
chloride are at 200 times greater risk for liver cancer, 
four times greater risk for brain cancer, and two times 
greater risk for lung cancer than the general population. 
Current epidemiologic evidence builds a convincing case 
for the carcinogenicity in humans of 20 chemicals and 
compounds. More than 2,300 other specific chemicals 
are suspected carcinogens. 


e Potentially carcinogenic industrial and agricultural 
wastes have polluted the water, thereby exposing entire 
communities to increased risks of cancer. 


e Pollution of the air from automobile exhausts, 
burning of fuels, and industrial activities may be asso- 
ciated with increased lung cancer rates among the popu- 
lations of certain communities, but relationships are not 
well established. 


e Certain foods, such as fats, and methods of food 
preparation, such as charcoal broiling, are under study 
as possible risk factors for certain types of cancers, 
as are some methods of preserving, such as use of 
food additives and pickling. 


e The significance of family history of cancer varies 
among cancer types. Sisters and daughters of women 
with breast cancer are known to be at higher risk of this 
condition. For most other types, the connections are 
not clear. The Surgeon General’s report concludes that 
overall only one or two percent of cancers can be 
directly attributed to heredity. 


The challenge in prevention of cancer is twofold: 
(1) Measures taken to reduce factors that constitute 
known risks can lower the incidence of certain cancers 
(c.g., lung); and (2) Physical examinations or screen- 
ing to detect and treat the condition before major spread 
can prevent death (e.g., breast cancer). Since cures 
are at best uncertain, prevention is preferable. However, 
many risk factors for cancer remain undiscovered. In 
addition, the increased probabilities of cancer when 
one or more risk factors interact are only beginning to 
be quantified. 
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Alcohol is a contributor to 95 percent of deaths 
attributed to cirrhosis of the liver (30,000 in 1977); 
of these, more than two-thirds were among people 25-64 
years of age (it is the fourth leading cause of death in 
this age group). 





A major challenge: To extend years 
of life lived actively with pleasure 
and minimal dependency. 








Many other acute and chronic health problems for 
which risk factors are unknown afflict people in the 
middle years without causing death. These include 
respiratory infections, digestive disorders, and arthritis. 
Periodontal disease is the primary cause of tooth loss 
in adults over 35 years of age; it can be prevented or 
controlled through proper, prompt, and continuing per- 
sonal and professional care. 

The Surgeon General’s national goal is to improve 
the health of adults and, by 1990, to reduce deaths 
among people 25-64 years of age by at least 25 percent, 
to fewer than 400 per 100,000. With greater public 
understanding of risk factors for heart disease, cancer, 
and stroke, present downward trends in the death rates 
from heart disease and stroke should be maintained and 
from certain cancers reduced. 


Seniors: Most are healthy, independent 

Most Americans 65 years of age and over live in 
their own homes and are healthy and independent. Only 
five percent live in institutions, many only while recov- 
ering from an illness. Nevertheless, the proportion of 
people with health problems increases with age. Up to 
18 percent of people 65 years of age and over are in 
some way limited in their ability to move around freely; 
about 30 percent of them report their health as being 
poor or only fair, compared with 22 percent of people 
44-64 years of age. 

The major causes of death and handicap in this age 
group are similar to those for adults in the middle years: 
heart disease, cancer, and stroke. Some possible pre- 
ventive interventions include controlling high blood pres- 
sure, stopping smoking, changing to more healthful 
diets, and participating in moderate exercise regimes. 

Little is known about the reduction of risks of heart 
disease and stroke among older people. It is encouraging 
that the prevalence of high blood pressure in people 
65-74 years of age declined from 49 percent to 41 per- 
cent between 1960-62 and 1971-74. Vaccines can 
greatly reduce premature deaths from influcnza and 
pneumococcal pneumonia. 

For this group, a major challenge is to extend the 
years of life that can be lived actively with pleasure and 
with minimal dependency. Declining death rates among 








younger groups has meant a corresponding increased 
proportion in the older groups. Today, the 24 million 
people 65 years and over constitute 11 percent of the 
population; by the year 2030, they will number 50 
million and constitute 17 percent of the population. If 
the nation has not by then learned to keep an even 
greater proportion of the elderly population healthy 
and independent than is the case today, the drain on 
resources for medical care will be heavy. 

People 65 and over experience more days of bed 
disability than younger groups, and two-thirds to three- 
fourths of these days result from chronic rather than 
acute conditions. The most frequent chronic conditions 
and impairments for older people are arthritis, which 
affects 44 percent, and high blood pressure (35 per- 
cent). Reduced vision affects 22 percent, impaired hear- 
ing 29 percent, and heart conditions 20 percent. When 
individuals are assaulted with constellations of problems, 
over time their resilience and ability to cope can be 
sufficiently eroded that they decline into dependency. A 
major challenge to prevention is to intervene success- 
fully at early enough stages to intercept this process. 
Risk factors include social isolation, uncorrected sensory 
impairment, poor nutrition, and overmedication. 

The Surgeon General’s prevention goal for this age 
group: to improve health and quality of life and, by 
1990, ia reduce the average annual number of days 
of restricted activity by 20 percent, from 37 in 1972- 
1977 to fewer than 30. 


Calculating the economic burden 

Pain and suffering form one part of the enormous 
burden that avoidable illness and early death place on 
society. The other part of the burden—economic costs— 
cannot be calculated with complete accuracy. It is im- 
possible to determine exactly the extent to which disease 
could be prevented or ameliorated by reducing indenti- 
fied risk factors. Considerable progress has been made, 
however, in developing ways to calculate the economic 
costs of illness and death: dollars spent on medical 
care and dollars lost from earnings foregone. 

Those relatively few diseases and conditions that ac- 
count for a huge proportion of all deaths in the United 
States also account for a lion’s share of the economic 
burden. To illustrate, in the matter of direct costs for 
hospital inpatient care alone, diseases of the circulatory 
system (heart disease and stroke), cancer, accidents, 
and violence accounted for almost 100 million (38 per- 
cent) of the days patients spent in short-stay hospitals 
in 1977. The hospital care cost was $17.2 billion. More 
difficult to allocate to specific categories of diseases are 
the costs of physicians’ services, drugs, and many other 
elements of sickness. Also, the indirect costs of illness 
and death from diseases and conditions that are in some 
degree preventable are staggeringly large. 

Costs associated with the four major causes of death 
in 1975 amounted to $110.8 billion, or 46 percent of 
the $238.9 billion total cost of illness in that year (see 
Figure 4). 
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e Direct—Of the $118.5 billion of direct health 
care costs for all patients, 30 percent (some $35.6 bil- 
lion) was for the same four major disease categories. 


e Indirect—Of the $120.4 billion of indirect costs 


conservatively attributable to premature death and ill- 
ness from all diseases and conditions, 62 percent ($74.6 
billion) was for the same major disease categories. 


(In this article, indirect costs are based on average 
earnings, adjusted for wage supplements such as em- 
ployer contributions for social security, insurance, 
private pensions, and welfare funds. Cross-sectional pro- 
files of average earnings by age for each sex are used 
to estimate lifetime earnings. It is assumed that future 
earnings for an average individual within a sex group will 
follow the pattern of differential earnings by age re- 
ported by the Bureau of Labor Statistics during a base 
year and that the average individual’s earnings may rise 
with age and experience. Other modifications result 
from taking into account the estimated annual rate of 
gain in productivity nationally and varying current 
labor-force participation rates, projected through work- 
ers’ expected lifetimes. Using marketplace earnings 
alone would underestimate the full economic loss result- 
ing from illness among women; thus the estimated value 
of household work is added to earnings.) 

Indirect costs due to illness are separated from those 
due to death in Figure 4. As would be expected, the per- 
centage of indirect costs associated with premature death 
is especially high for heart disease and neoplasms. It is 
also high for the category accidents, poisonings, and 
violence—phenomena disproportionately concentrated 
in younger age groups. The indirect costs associated 
with deaths from respiratory illnesses are low because 
mortality, principally from pneumonia and influenza, is 
concentrated in higher age groups. On the other hand, 
the direct costs associated with respiratory illness are 
higher than those from accidents. The difference is 
accounted for by the large amount of medical care given 
for short-term respiratory illnesses, many of which are 
not currently preventable. 

The low proportion of indirect costs of morbidity 
from cancer and other neoplasms reflects the fact that 
the period of total disability from these conditions is 
usually short. Nevertheless, the costs are high. The 
direct and indirect costs together for 1977 were esti- 
mated to total more than $25 billion, of which $5.8 
billion was spent for care in short-stay hospitals and 
$1.6 billion for physicians’ services. 

Closely associated with smoking and other identified 
risk factors, cancers of the respiratory organs (trachea, 
bronchus, and. lung) could be prevented to a large 
degree. They accounted for more than $1 in every $10 
spent for hospital care for cancer patients in 1977, at a 
cost of $633 million. The indirect costs, $4.8 billion, 
accounted for more than one-quarter of all indirect costs 
due to cancer. This is largely explained by the high 
incidence and mortality of lung cancer among men in 
productive periods of their lives. 





Excessive exposure to sunlight has been identified as 
a risk factor for skin cancer. Direct costs for skin cancer 
were $126 million for hospital care and $58 million for 
physicians’ services; indirect, $414 million. Fortunately, 
this form of cancer is slow in growing and amenable to 
treatment; thus mortality rates and indirect costs are 
low. 


Estimating lifetime costs 

It is important, although difficult, to estimate the life- 
time costs associated with the incidence of disease, or 
the cost per new case of disease, from onset until cure 
or death, so that the savings or benefits of preventing 
a new case of disease can be estimated. Factors in 
life-time cost include the likely course of the disease; 
type, volume, and cost of medical care to be used; 
amount of disability and debility; time between onset 
and death or cure; and impact of morbidity and mor- 
tality on earnings. Even within a specific disease cate- 


Figure 4. 


Estimated Costs of Illness by Major Disease Category: 
United States, 1975 





All Costs Indirect Costs 





Amount Percent 
Disease in Distri- Direct 
Category Billions bution Costs 


Total Illness Death 





Amount in Billions 


Total $238.9 $118.5 $120.4 $57.8 $62.5 





Percent Distribution 


All diseases 100.0% 100.0% 100.0% 100.0% 100.0% 


Diseases of 
the circu- 
latory sys- 
tem $ 45.7 19.1% 13.5% 247% 151% 33.5% 
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Note: Discounted at 10 percent. All costs in 1975 dollars 


Source: Paringer, L.C., and A. Berk, ‘Cost of Illness and Disease, Fiscal Year 
1975,” Report No. B1, Contract NO1-OD-S-2121, Public Services 
Laboratory, Georgetown University, Washington, D.C., January 1977. 
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gory, these factors vary greatly. In cancer, they depend 
on organ site, histological type of cellular change, and 
stage of disease development when treatment starts. 
Limitations of data and knowledge preclude the estima- 
tion of many of these factors. 

To illustrate, here are estimated lifetime costs of three 
medical conditions: 


e Spinal cord injuries—5,315 people suffered 
spinal cord injuries in motor vehicle accidents during 
1974. Direct health costs for them equalled almost $200 
million, and indirect costs almost $360 million (in 1974 
dollars). (These estimates include costs for persons 
who died immediately or shortly after the accident.) 
Direct costs included initial hospitalization, institutional 
and attendant care, rehospitalization, drugs and medical 
supplies, home modifications, medical equipment and 
appliances, vocational rehabilitation, and emergency 
assistance. Among indirect costs were foregone produc- 
tivity, legal and court services, and insurance admin- 
istration. 


e Coronary heart disease—Of the estimated $2.2 
billion in direct lifetime health costs of coronary heart 
disease for those who suffered initial attacks, both fatal 
and nonfatal, in 1975, two-thirds can be assigned to 
men. This lower incidence among women than men in 
the younger age groups is also reflected in some of the 
wide discrepancies between men and women with re- 
spect to indirect costs ($8.2 billion). However, the 
low monetary value that economists traditionally assign 
to the housekeeping functions of women and the lower 
wages currently characteristic of women in the market- 
place are other factors. 


e Stroke—The consequence of stroke are particu- 
larly tragic for younger and middle-aged people. Of the 
$6.6 billion in total lifetime costs associated with 
strokes occurring in 1975 to young and middle-aged 
people (those under 65), a larger share is attributable to 
men than to women. The difference between their 
direct health costs is minor; almost all the disparity is 
explained by difference in indirect costs ($3.6 versus 
$1.5 billion) based on earnings foregone. 


-.. can be hazardous to your health 

The previous discussion has related costs, direct and 
indirect, to specific illnesses and injuries. In addition, 
research has been able to attach a price tag to certain 
major risk factors, ones that pose risks for more than 
one condition: 


e Alcohol abuse—One risk factor—alcohol abuse 
—has been identified with a variety of health prob- 
lems, including accidents, cirrhosis of the liver, certain 
types of cancer, and homicide and other forms of vio- 
lence. It is estimated that 12.1 percent of all health 
expenditures for adults in the United States in 1975 
could be attributed to alcohol abuse. Treatment of con- 
ditions associated with alcohol abuse accounted for $1 
of every $5 the nation spent on hospital care for adults, 








with the bill estimated at $8.4 billion. Other expendi- 
tures for treatment of health problems associated with 
alcohol abuse added another $4.3 billion. It is estimated 
that social responses to alcohol abuse cost the nation 
about $2.7 billion in 1975. These included extra costs for 
the social welfare system ($1.3 billion), fire protection 
($392 million), and the criminal justice system ($930 
million). The Alcohol, Drug Abuse, and Mental Health 
Administration is now studying the separate and joint 
costs of alcohol abuse, drug abuse, and mental illness, 
which often occur simultaneously. 


e Cigarette smoking is the chief cause of lung 
cancer in the United States and a major contributor to 
deaths from certain kinds of cancer, heart disease, 
chronic lung disease, and other diseases. It has been 
described as the chief preventable cause of death in our 
society. One recent estimate placed direct health care 
costs due to smoking at $8.2 billion in 1976, indirect 
cost at $19.1 billion, and property loss at $176 million. 


e Work-related injuries and deaths—Direct and 
indirect costs of occupational accidents are estimated at 
$20.7 billion per year. During 1976-77, the number of 
work-related injuries increased from 5.0 million to 5.3 
million and the number of workdays lost increased from 
32.5 to 35.2 million. 


e Air pollution—Although there are few national 
estimates of the health cost of air pollution, one study 
placec the figure at $4.3 billion in 1970. Current gaps 
in our knowledge of the cost and health effects of en- 
vironmental hazards will be partly overcome by fulfill- 
ment of the mandates of the Health Services Research, 
Health Statistics, and Health Care Technology Act of 
1978 (Public Law 95-623). This law requires that an 
ongoing study of the costs of the health effects of 
all environmental hazards resulting from human ac- 
tivity be jointly conducted by the Secretary of the De- 
partment of Health and Human Services and the Insti- 
tute of Medicine of the National Academy of Sciences. 


In summary, although people experience a great va- 
riety of health problems, the majority of deaths and 
years of potential life lost, both in the total population 
and within each major age group, can be attributed to 
relatively few causes: heart disease, cancer, stroke, ac- 
cidents and violence, and conditions leading to infant 
mortality. Ample room exists for reducing risks from all 
of them. 

Further, a large portion of our national health ex- 
penditures goes for direct health care costs of conditions 
for which prevention is to some degree possible. The 
nation also bears a heavy burden of indirect costs from 
such conditions. If by preventive actions, direct and 
indirect expenditures can be cut by just 10 percent, 
billions of dollars would be saved. The amount of net 
savings would, of course, depend on the initial cost of 
investments in prevention, their rate of return, and the 
continued cost of prevention maintenance over time. 
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The life of Dr. Roger Egeberg is 
a colorful kaleidoscope of national 
and international roles. Before he 
became directer of professional and 
scientific affairs for the Health Care 
Financing Administration, he was 
advisor to Presidents, personal phy- 
sician and aide-de-camp to General 
of the Army Douglas MacArthur, 
Assistant Secretary for Health in the 
Department of Health, Education, 
and Welfare (later special assistant 
to the Secretary for health policy), 
and Dean of the School of Medicine 
at the University of Southern Cali- 
fornia. 

At age 66, when many people have 
already retired, Dr. Egeberg began 
his federal career. He is now 77. The 
article below is adapted from his 
remarks on heaith and the elderly to 
the official “mini-conference” of the 
1981 White House Conference on 
Aging, held at Brookdale Center on 
Aging, Hunter College, City Univer- 


sity of New York. 
It would be sterile or incom- 

plete to talk about health care 
for older people without a look at 
keeping them well and independent 
longer. I refer not so much in this 
case to the questions of smoking, 
proper eating, exercise, and watching 
the blood pressure, as I do to other 
matters. 





There are those who think the 
health care system should focus only 
on the services older people will 
need when they reach the point of 
needing care in a big way. There are 
so many 65 to 74 year olds (more 
females than males) who will need 
so many doctors’ visits—so much 
medicine—so many days occupying 
a hospital bed—so many weeks in a 
nursing home. I admit that is neater, 
more orderly, but these aren’t matur- 
ing casks of wine—these are people 
we are discussing. They would rather 
not fit in these categories, unless we 
make them do so. 

I realize also that there are peo- 
ple who are irrevocably helpless, but 
there are not as many as are so 
labelled or as we may think there are. 

As people live longer, they should 
also stay well longer. This is an im- 
portant point too often ignored, as 
actuaries add up the dependent aged 
now, then project longer years for 
them to be dependent. We must do 
as much as can be done to empha- 
size the maintenance of health, inde- 
pendence, and well being as long as 
possible. It is probable that we en- 
courage helplessness in this country 
—or that we do not help the main- 
tenance of basic independence—and 
in our present system of health care, 
an empty institutional bed is a 
hungry bed. It will be filled. 

The prevalent image called to 
mind when we talk about an old, or 
older, or senior person conjures up 
a rather hackneyed list of adjectives, 
such as_ stooped, slow, gnarled, 
rheumy-eyed, chair-bound, _ bed- 


ridden, paralyzed, helpless, incoher- 








ent. “You know, she’s marvelous— 
she’s 77 years old and still gets 
around, and she’s got all her 
marbles.” Granted that there are 
many severe invalids, an amazing 
majority of older people are well— 
with some limitations—but well 
enough to do so many of the things 
they need to or want to do. Well 
enough to enjoy such life as we give 
them to enjoy. 


Activity makes the difference 

In this country today, there are 
about 22 million people over the age 
of 65. As far as we have determined, 
14 million of them—65 percent— 
are not limited in major activity, 
those activities that make the great 
difference between physical inde- 
pendence and dependence. 

Of those who need help, approxi- 
mately 4.5 million need help in one 
or two of the basic activities, such 
as bathing, feeding, dressing, using 
the toilet, or walking. 

Then there are 3.8 million who are 
unable to conduct any of the basic 
activities. Many are __ irreversibly 
crippled by stroke or severe arthritis 
or are dying of cancer or heart dis- 
ease. Many of these late results could 
have been prevented had efforts— 
really mild efforts—been _ started 
years earlier. The care of these se- 
verely disabled should involve a per- 
sonal relationship—interest, support, 
caring. Too often, these important 
ingredients of successful treatment 
come from the cleaning woman, 
rather than the doctor or nurse. 
Hopefully, they may come from vol- 
unteers. 














Begin with the Spirit 


by Roger O. Egeberg, MD 


Join art to science in care of the elderly 
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Beyond age 65, of the 3.8 million 
of us who need care or help with 
basic activities, about one million are 
in nursing homes. The other 2.8 
million live witn family or friends or 
live alone with some help from fam- 
ily, friends, or professionals. 


But as I said before, almost 13 
million of those over 65 have no 
limitation in activity, and another 
one-and-a-quarter million are limited 
only somewhat. For them and the 
others, we concentrate primarily on 
the body and its shortcomings and 
needs. We do not think nearly 
enough of the will, the spirit, or the 
social desires or needs of these peo- 
ple, which—if recognized and an- 
swered—can warp our projections 
considerably. 


Repairs cars without hands 

Let me give you a few examples 
of a large area that we ignore or miss 
in our urgent pressures to take care 
of the helpless or the near helpless. 
In 1950, I worked in a large Vete- 
ran’s Administration hospital in the 
West: Sawtelle in West Los Angeles. 
The woman who presided over the 
back clinic in the orthopedic depart- 
ment could, with the help of crutches, 
take only a 3- or 4-inch step. She 
was ossified, ankylosed, could not 
bend a joint from her head to her 
ankles. She could not sit down, only 
stand, lean, or lic. She faithfully ran 
that clinic, kept it organized and saw 
to it that the records were in order, 
until she was retired at 65. 

At that time, I needed a jeep and 
answered an ad for a second-hand 
one. A man, about 55 years old, 
came to the door. He had no hands. 
They had been blown off by a hand- 
made bomb, one 4th of July when 
he was 13. We walked a block to his 
auto-repair garage holding eight or 
nine cars. He had built it himself and 
was making a good living as a me- 
chanic. 

To a broader example. Later, 
when I worked for the County of Los 
Angeles, one of our old “wards for 
incurables,” a World War II bar- 
racks, was condemned by the fire de- 
partment. Half of the patients—all 
women—were incontinent, and 90 





percent had to be fed in bed. Except 
for one woman who used to sing at 
the top of her voice, they lay for the 
most part on their backs looking 
vacantly at the ceiling. 

The replacement building had 
semiprivate rooms and bathrooms 
and showers for every four patients, 
a simple dining room, and windows 
(as opposed to barracks windows) 
that went below bed level. The gar- 
deners planted flowers outside the 
windows. The nursing staff and doc- 
tor remained the same. ‘ 

These patients could not believe 
that anybody would give them a new 
home and such a lovely one. They 
felt somebody loved them and they 
responded. They began to talk to 
each other and to the nurses. They 
smiled and began to get up and ex- 
press their love and gratitude. With- 
in four or five months, most were 
eating in the dining room and luxuri- 
ating in their new showers, bath- 
rooms, and increased privacy. Visi- 
tors thought it was a miracle. It was 
a wonderful response to what they 
understood to be interest—caring. 

This shows what will, self deter- 
mination, and a feeling of being 
wanted can do. Had the interest and 
concern been shown before these 
older people reached their state of 
withdrawal, they would surely not 
have been candidates for nursing 
homes. 


In Russia, elderly participate 

And now to a broader scale. In 
arranging to start cooperative medi- 
cal research between the Soviets and 
our scientific community. I had oc- 
casion to visit the Soviet Union a 
number of times some seven to 
eleven years ago. 

The Soviet Union is so much in 
need of labor, a work force, that 
they will pay workers who work be- 
yond retirement age full pay and 
full pension. That could make a man 
or woman of 65 or over the richest 
person in the family. Such a person 
gains respect, he or she is listened to 
—can give to and help others. That 
factor surely helps explain their rela- 
tively few nursing homes and the 
proportionately smaller number of 
elderly in their hospitals. 





These examples highlight the im- 
portance of the spirit, the will, the 
social needs of people, the caring, 
and, in the broad sense, the loving 
that can keep them well. This coun- 
try surely has the imagination and 
the will to evolve a satisfactory par- 
ticipatory place for older people in 
society. The opportunity to continue 
some useful work should be high on 
the list. 

Other ingredients in a recipe for 
health would include responsibilities 
to be met, appreciation of advice, 
love from a younger person, variety 
—much more could be added. 

Certainly we have begun and can 
show a fair measure of success in 
attacking, long before 65, those dis- 
eases that we know can be prevented 
or much ameliorated—high blood 
pressure, lung cancer, heart disease, 
emphysema. In caring for the physi- 
cal aspects of illness, the state of 
the art is well advanced. We should 
continue in our treatment of these 
ills. 

But let us begin with the spirit. 
Here the state of our art is incipient. 
The problem and the potential, even 
the need, are not understood. The 
approach, the methodology, are as 
yet often intuitive. Results are diffi- 
cult to measure, to quantify. These 
are reasons why this whole area of 
consideration is ignored to the de- 
gree that it is. Perhaps the wrong 
people have been addressing the 
problem. Rather than social workers 
or nurses or doctors, it is too often 
dealt with by economists, actuaries, 
or research assistants. 

The horse and buggy doctor of 
eight or nine decades ago had few 
scientific tools at his command, but 
he often related to the patient and 
family in a supportive, understand- 
ing, and caring way. Science has 
plunged ahead, has fascinated us 
with its accomplishments, but the in- 
stinctive help that the horse and 
buggy doctor gave most of his pa- 
tients has withered rather than 
grown. 

Isn’t it time that we make strong 
efforts to bring these two areas of 
medicine together—to join art with 
science in our treatment of human 
beings? * 





JUNE 1981/HCFA FORUM 





~ 


IN AMERICA’ 





National Commission on Social Security offers comments and suggestions 





In December 1977, the Congress cre- 
ated a bipartisan, nine-member National 
Commission on Social Security to conduct a 
complete “study, review, and investigation” of all 
aspects of social security and related programs, and to 
develop a policy blueprint for the kind of system that would 
best serve the nation in the future. It was the first time that an 
independent body of private citizens, reporting direc'ly to both 
the President and Congress, had been assigned such a task. 
Milton Gwirtzman was named chairman of the Commission 

The Commission submitted its final report to the President 
and the Congress on March 12, 1981. Presented below are 
excerpts from the report that specifically concern the Medicare 
and Medicaid prograius. It should be noted that in some 
instances, individual members of the Commission expressed 
dissenting views; for these, the complete report should be 
consulted .* 

Based on its study, the Commission concludes that the 
social security system is sound in principle and, of all alterna- 
tives, is the best structure of income support for the United 
States . . . The financial difficulties the system faces arise 
from economic conditions outside its control. The problems of 
the economy are deep-seated and serious . . . Unless the 
country can alleviate these economic problems, the social 
security program will eventually require taxes above the level 
which the public would support. At that point there will be no 
way, short of major reductions in benefits, for the system to 
pay its way . . . The Commission is making recommendations 
designed to help the social security system adapt to changing 
economic and social conditions . . . 





* Social Security in America's Future, available from Superin- 
tendent of Documents, Government Printing Office, Washington, 
D.C. 20402 (Order no. 052-003-00804-1, $8.50). 
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edicare protects about 27 million elderly and 

disabled Americans from some of the finan- 

cial risk of accidents and ill health, and 

Medicaid does likewise for about 23 million 

low-income persons (including some also 

protected by Medicare). In fiscal year 1980, 
their combined costs was $64.7 billion. Since they were 
enacted over 15 years ago, these programs have changed 
very little in the benefits offered, in the way they are 
managed, and in the way they reimburse medical insti- 
tutions and physicians. While the programs have proven 
their worth, experience has indicated the need for cer- 
tain changes. 


MEDICARE 


The Medicare program, enacted in 1965, is a federal 
health insurance program primarily for social security 
beneficiaries who are 65 and over, and for those who 
have been entitled to disability benefits for at least 
24 months. Certain workers and their families with 
kidney disease also receive benefits. 

The program consists of two parts. Hospital Insur- 
ance (HI), sometimes called part A, covers expenses 
for medical services furnished in an institutional setting, 
such as a hospital or skilled nursing facility, or provided 
by a home health agency. Supplementary Medical In- 
surance (SMI), sometimes called part B, covers physi- 
cian services, other outpatient services, laboratory serv- 
ices, and certain medical equipment. 


The Health Care Financing Administration (HCFA), 
an agency within the Department of Health and Human 
Services, contracts with private organizations (e.g. Blue 
Cross/Blue Shield) to reimburse the providers of Medi- 
care services and the beneficiaries. These organizations 
are known as “intermediaries” under Hospital Insurance 
and as “carriers” under Supplementary Medical Insur- 
ance. 

Approximately 27.4 million people are enrolled in 
HI and 27.1 million in SMI. In fiscal year 1980, about 
6.7 million people received reimbursable services under 
HI at a cost of about $24 billion. About 17.3 million 
received reimbursable services under SMI, at a cost of 
about $10 billion. There is no income test for Medicare; 
unlike Medicaid, it is available to qualified persons with- 
out regard to their incomes or assets. 


Financing Medicare 


HI is financed almost exclusively by a payroll tax on 
employers, employees, and the self-employed. In 1981, 
each of these groups is taxed at 1.3 percent of the first 
$29,700 of annual earnings. Enrollment in SMI is vol- 
untary. It is financed on a current basis from monthly 
premiums paid by enrollees and from general revenues. 
The current standard premium rate is $9.60 a month 
until July 1981, when it will rise to $11.00. A higher 
premium rate than the standard one is charged for 





persons who enroll at a later time than when first eligible 
to do so. 


About 4 percent of the income to the HI program 
comes from general revenues. About 71 percent of the 
income to the SMI program comes from general reve- 
nues. When the two programs are considered together, 
about 23 percent of the income to Medicare comes 
from general revenues. 

The Medicare program provides service benefits that 
do not vary with earnings and which vary greatly from 
one person to another. The use of general revenues to 
finance at least part of the cost of health service bene- 
fits is appropriate. General revenues in the beginning 
covered half of the costs of Supplementary Medical In- 
surance and currently cover about 70 percent, the re- 
mainder coming from the premiums paid by individuals. 
The Commission recommends extending the use of gen- 
eral revenues to cover one-half of the cost of the 
Hospital Insurance part of the program. The remaining 
one-half, financed through the payroll tax, would con- 
tinue to be financed by taxes levied equally on employers 
and employees (and by the self-employed paying the 
employee rate). 


In order to maintain public awareness of the total 
costs of the program and to provide a sense of fiscal 
responsibility, the Commission recommends the intro- 
duction of a 2.5 percent surcharge on individual income 
taxes, to be identified as a tax for Hospital Insurance, 
but with the proceeds paid into the general fund of the 
Treasury. The objective would be to yield approximately 
one-half of the revenue needed to finance the general 
revenue contribution to the Hospital Insurance Trust 
Fund. The surcharge could result in an actual increase 
in income taxes, or could be offset by planned tax 
reductions . . . 


The present tax schedule for the Hospital Insurance 
program is based on a 25-year valuation period and, 
as stated earlier, is estimated to be insufficient to cover 
expenditures much beyond 1990. All estimates of 
future hospital costs, especially those beyond the year 
2000, are speculative. The tax rates for Hospital In- 
surance and the general fund expenditures imply a 
total cost for Hospital Insurance after about 2030 of 
approximately 8 percent of taxable payroll. The HI 
tax rate of 2.9 percent (employee and employer com- 
bined) now scheduled would obviously have to be 
increased or supplemented by general revenues if these 
cost estimates prove to be anywhere near correct. 
However, under the Hospital Insurance tax schedule 
under the National Commission proposal (and with the 
proposed financing from general revenues), the program 
is in somewhat more than actuarial balance over the 
75-year valuation period. 

The Supplementary Medical Insurance program is 
financed on a year-by-year basis by making any neces- 
sary increases in the amount of the enrollee premiums 
and in the corresponding per capita amounts paid from 
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general revenues. The trust fund balances are currently 
somewhat more than adequate to meet the accrued 
liabilities. As of June 30, 1980, the trust fund balance 
of $4.7 billion was estimated to be about 38 percent 
more than the benefits incurred but not yet paid (and 
accompanying administrative expenses) .. . 


Cost-sharing under Medicare 

Patients covered by Medicare have always had to 
pay some of their health care costs. The Commission 
believes that the cost-sharing under present law is too 
great a financial burden on those who incur heavy 
medical costs. It is recommending three changes to 
reduce potential cost-sharing of most beneficiaries: a 
change in the benefit period, a change in hospital bene- 
fits to cover a maximum of 150 days per calendar year 
with changes in coinsurance rates, and a catastrophic 
cap on the paticnt’s total out-of-pocket costs. 


e Hospital benefit period. Medicare benefits cover- 
ing hospital care are now based on a concept known 
as a “spell of illness.” Each spell of illness is a period 
of consecutive days that begins when a patient centers 
a hospital and ends 60 days after discharge from the 
last stay in a hospital or nursing home. If a Medicare 
patient is hospitalized longer than the 90 days of hos- 
pital services covered during the spell of illness, the 
patient may choose to use up to 60 days from what is 
termed his or her “lifetime reserve.” As benefit days 
in the reserve are used, available reserve days are re- 
duced. The spell of illness and lifetime reserve concepts 
are complex and difficult for beneficiaries to understand. 


For long-time residents of nursing homes, the spell 
of illness provision poses an additional problem. If 
hospital patients leave a hospital and then enter a 
nursing home within 60 days, they remain in the same 
spell of illness. The nursing home stay may last many 
years, during which repeated hospitalization may be 
necessary. Yet because this is one spell of illness, 
hospital coverage is limited to 90 days plus whatever 
portion of the 60-day lifetime reserve remains. To 
solve the problems of beneficiary confusion and ex- 
haustion of the hospital benefit during a long nursing 
home stay, the Commission recommends that Medicare 
benefits be calculated on a calendar year basis rather 
than a spell of illness basis for hospital stays, but not 
for skilled nursing facility stays. . . 


e Covered days and coinsurance. Under present law, 
hospital benefits extend for 90 days during a “spell of 
illness.” In addition, each person has a lifetime reserve 
of 60 days of hospital care. For spells of illness that 
begin on or after January 1, 1981, the patient must 
pay the initial deductible of $204 for hospital care, 
and coinsurance of $51 per day (25% of the initial 
deductible) for the 61st through 90th day of hospitali- 
zation. When any of the 60 lifetime reserve days is 
used, the patient must pay $102 per day (50% of the 





initial deductible). The Commission recommends that, 
beginning in 1982, Medicare hospital benefits be pro- 
vided for up to 150 days a year; for the first 50 
days of hospitalization, the beneficiary would be liable 
for no more than the initial deductible; for the second 
50 days, the coinsurance would be 10 percent of the 
initial deductible for each day of hospitalization, and 
5 percent per day for the third 50-day period. Lifetime 
reserve days would be eliminated. . . 


e Limit on cost-sharing liability. In 1980, the aver- 
age out-of-pocket payment for covered services by 
individuals who received some reimbursement for 
services under HI or SMI was about $85. Approximately 
550,000 beneficiaries, however, incurred cost-sharing 
expenses in excess of $2,000. Many of these expenses 
were incurred in the last year of the beneficiary’s life. 

In order to relieve those beneficiaries and their 
families of some of the high cost of acute health care, 
the Commission recommends that, beginning in 1982, 
there should be an annual limit on cost-sharing liability 
for Medicare benefits—a catastrophic cap—which would 
be $2,000, to be indexed in later years by the annual 
change in the Consumer Price Index. The cap will apply 
to a beneficiary’s total cost-sharing for covered services 
under HI and SMI... 


Hospital coverage outside the U.S. 

Medicare covers only services provided in the United 
States, with minor exceptions. There has been con- 
siderable reluctance to extend coverage to services 
rendered outside the United States because of difficulties 
in verifying the need for the services, the qualifications 
of the providers, and the appropriateness of the billings. 
Because a large number of beneficiaries live or travel 
outside the United States, the Commission considered 
a limited plan, which it believes to be administratively 
feasible, for some coverage of foreign hospital services. 

Because hospital services are somewhat easier to 
verify, the Commission recommends that coverage be 
extended only to hospital inpatient services provided out- 
side the United States. The amount of reimbursement 
should be limited to a daily rate of 50 percent of the 
initial deductible (estimated to be $228 in 1982), but 
not more than the rate the patient is charged. For ex- 
ample, under the recommended changes in the hospital 
benefit period and coinsurance rates discussed above, 
the 50 percent daily rate, less the initial deductible, 
could be paid for the first 50 days of care. For subse- 
quent days, reimbursement would be at the same daily 
rate, subject to the cost-sharing provisions for hospital 
costs. . . 


Hospital-based physicians 

Medicare’s physician reimbursement policies are 
particularly inadequate when applied to certain hospital- 
based physicians. Patients generally cannot negotiate 
ahead of time for their services or fees. Services are 
provided under arrangements made by the physician 
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and the hospital; patients, who have no part in the 
arrangement, are responsible for the fee. 

Another problem arises in the case of services 
rendered by a laboratory which are charged to the 
patient as an SMI service. Unlike HI, they are subject 
to coinsurance and the $60 deductible. The Commission 
recommends that, if a hospital does not wish to operate 
its own laboratory, it should contract to have the service 
performed for, and charged to, the hospital. The hospital 
should then be reimbursed by Medicare under the HI 
system. . . 


Home health services 

The Medicare program covers the services of partic- 
ipating home health agencies, which are private or 
public organizations that provide skilled nursing and 
other therapeutic services, generally in patients’ homes. 
Beginning July 1, 1981, both HI and SMI will cover 
an unlimited number of home health visits. 

The fact that home health visits can be reimbursed 
under either part of the program is confusing to benc- 
ficiaries. In addition, the benefits provided are not close- 
ly associated with hospital or skilled nursing facility care, 
the other two HI benefits. Home health services include 
physical therapy, speech therapy, occupational therapy, 
medical social services, medical supplies, and the use 
of some medical equipment. 

The Commission recommends that the services of 
home health agencies be reimbursed only by the SMI 
program, except when a beneficiary is enrolled in HI 
only, in which case the services will be charged to 
ao 


Outpatient mental health services 

When Medicare was enacted, special limitations were 
included for outpatient treatment of mental disorders 
under SMI. Under present law, the outpatient psychiatric 
benefit is limited to 50% of $500 per year—a maximum 
Medicare reimbursement of $250. To recognize cost 
increases since 1965, the Commission recommends rais- 
ing the Medicare reimbursement to 50% of $750 per 
year, or a maximum reimbursement of $375. . . 

In view of the progress that has been made in 
establishing community mental health’ centers, the 
Commission supports covering under SMI the ambula- 
tory services which they provide. Although there were 
no community mental health centers before Medicare 
was enacted, there are now about 700 centers. At 
present, their services are reimbursed only when they 
are operated by hospitals. (The services of physicians, 
when delivered in a mental health center, are reim- 
bursable under SMI the same as any other physician 
service. ) 

The Commission recommends that services provided 
by all community mental health centers be covered 
when provided under the supervision of any appropri- 
ate mental health professional, subject to the maximum 
annual limit of $375 for outpatient mental health serv- 
ms... 





Medicare eligibility 


Several aspects were considered: 


e Eligibility age for Medicare. The Commission has 
recommended that the age at which unreduced cash 
Old-Age and Survivors Insurance benefits for retired 
workers are paid be raised gradually, beginning in the 
year 2001, from 65 to 68. The Commission recommends 
that, as this is done, the eligibility age for Medicare 
should also rise gradually to 68. With adequate prior 
notice, group and individual health insurance plans 
can adjust to the changed age of eligibility. . . 


e Waiting period for disabled beneficiaries. An in- 
sured worker cannot become eligible for disability bene- 
fits until the sixth month after the month of onset of 
disability. The beneficiary must then wait an additional 
24 months before becoming eligible for Medicare. There 
are valid reasons for some delay in Medicare coverage 
beyond the 5-month cash-benefits waiting period, since 
it often takes longer than 5 months to determine whether 
a person is disabled. However, 24 months, during a 
period when medical costs are presumably high, is a 
longer delay than necessary. The Commission recom- 
mends that the waiting period for Medicare benefits 
be reduced to 12 months after entitlement to disability 
cash benefits. . . 

e Universal coverage. The Commission recommends 
that HI coverage be extended to all governmental em- 
ployees and to employees of nonprofit organizations 
who are not now covered by social security and HI, 
effective in 1982. This proposal would result in a reduc- 
tion in the average long-range cost of the HI program 
(under the provisions of present law) amounting to .41 
percent of taxable payroll, because most of these 
workers will be eligible for HI benefits under present 
law without having made HI contributions over their 
entire working lifetimes. They would become insured on 
the basis of a few years’ earnings or on the basis of 
their spouse’s earnings record. 


e Cost effect of revised earnings bases. The Commis- 
sion recommends that the maximum taxable earnings 
base applicable to the HI program be frozen for 1985- 
86 at the same level that it will reach in 1984. As a 
result, the HI Trust Fund will have somewhat reduced 
tax income after 1984 (but no decrease in benefit 
liabilities). . . 


Selection of HI intermediaries 


. . .When Medicare was enacted, HI providers were 
given the right to nominate the intermediary through 
which they would be reimbursed. However, the Secre- 
tary was instructed not to enter into an agreement with 
the intermediary unless to do so was consistent with 
effective and efficient administration. At first, HI inter- 
mediaries were selected through the nomination process 
alone. Récently, the Department has sought authority 
to end the HI providers’ role in naming the intermedi- 
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aries. Instead, it wishes to select them on the basis of 
competitive bids, to be given authority to pay some 
contractors on a basis other than their incurred cost, 
and to reduce the number of contractors overall. 

The Commission recommends against suspension of 
the hospitals’ rights of nomination. Effective cost and 
utilization controls will come about only if the contractor 
and the provider communicate in a cooperative way. 
This relationship is important not only for HI but also 
for SMI, where the level of acceptance of assignment 
by physicians is, in part, a reflection on the relationship 
between physicians and the carrier. 

Experimentation with competition among intermedi- 
aries for selection by the Secretary and incentive-based 
reimbursement are attractive proposals, but the Com- 
mission believes that a further period of experimenta- 
tion is needed to identify the best ways to achieve 
them. . . To avoid the risks of proceeding prematurely, 
the Commission urges that more be learned about 
measurement methods and effects. . . 


Appeals of SMI Claims 


The SMI appeal procedures differ significantly from 
social security, SSI, and HI hearings. Initial deter- 
minations on claims, reviews, and hearings are con- 
ducted by employees of the insurance carrier, and 
there is no judicial review. 

If the amount at issue in an entitlement claim is at 
least $100, a beneficiary dissatisfied with the carrier’s 
award may request a hearing by an officer appointed 
by the carrier. Hearing officers may be disqualified upon 
a showing of prejudice, partiality, or interest in the 
matter. Although HCFA sets out very general selection 
criteria for these hearing officers, it does not review their 
qualifications. There is no nationwide uniformity in 
selection and training procedures. 

Final decisionmaking authority should not be given 
to an individual whose impartiality could be compro- 
mised because of association with the carrier whose 
decision is being appealed. The Commission recom- 
mends that hearings involving coverage of services 
under the SMI program be conducted by employees of 
the Federal Government, under rules to be established 
by the Secretary. 


MEDICAID 

The Medicaid program is a federal grant-in-aid pro- 
gram under which states may enter into agreements 
with the Secretary of Health and Human Services to 
finance health care services for public assistance recipi- 
ents and certain other low-income individuals and fami- 
lies. The proportion of state to federal funding of the 
program is determined by a formula based on cach 
state’s per capita income. 

About 23 million people were eligible for Medicaid 
services in FY 1980. Medicaid expenditures in FY 
1980 were approximately $27.6 billion, of which $15.6 
billion were federal funds and $12.0 billion were state 
funds. 





The states determine the scope of services to be of- 
fered and the reimbursement rate for these services, 
subject to federal law and guidelines which include a 
minimum required “package” of medical services. The 
states determine the income eligibility for Medicaid. 
All of these variations mean that Medicaid programs 
differ greatly from state to state. . . 


Medicaid eligibility 

. . .Eligibility is limited to specific categories of needy 
people: the aged, the blind, the disabled, and members 
of single-parent families (or families in which one 
parent is incapacitated) with dependent children. 
Needy people who do not meet one of these categories 
are not eligible. Among them are single people who 
are neither aged nor disabled, couples without children, 
and in many states, two-parent families with children. 


e A national minimum eligibility standard. To 
achieve a measure of national uniformity in the Medic- 
aid program, and to assure that persons in like financial 
circumstances receive similar benefits regardless of their 
state of residence, the Commission recommends broad- 
ening the Medicaid program to provide that states and 
jurisdictions which participate in Medicaid include in 
their programs all individuals and families who meet a 
federal minimum eligibility standard set at 65 percent 
of the national poverty level. States would be precluded 
from reducing services currently available under their 
Medicaid plans. States would be permitted to provide 
a more liberal eligibility standard. . . 


e National coverage of the medically needy. In 21 
states and jurisdictions, Medicaid benefits are provided 
only to those who receive cash assistance under the Aid 
to Families with Dependent Children (AFDC) program 
or the SSI program. The remaining 33 states and 
jurisdictions also provide Medicaid benefits to some 
people who mect the categorical requirements, but do 
not qualify for public assistance because of excess in- 
come and resources. They are called the “medically 
needy.” These people can “spend down” to Medicaid 
eligibility by incurring medical expenses which, when 
subtracted from income, reduce their available income to 
a state-established eligibility level. According to the 
law, a state’s medically-needy Medicaid eligibility level 
may not exceed 133 1/3 percent of its AFDC payment 
level for that size family unit. 

People who have demonstrated their need for medical 
services can now receive Medicaid benefits only in the 
33 states which provide eligibility to the medically 
needy. The Commission recommends that, as a condi- 
tion for approval of their state plans by the Secretary, 
all states be required to provide Medicaid coverage 
to the medically needy, and that states be precluded 
from reducing services currently available under their 
Medicaid plans. This would bar cutbacks in the eligibili- 
ty and benefit provisions in effect prior to the addition 
of the new requirements. . . 
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e Medicaid coverage of all SSI recipients. State 
Medicaid plans may exclude from eligibility some people 
who are entitled to SSI benefits. Sixteen states have 
taken advantage of this provision, which permits states 
to limit coverage to people who would have been eligi- 
ble under state Medicaid standards applicable in 1972, 
prior to the implementation of the SSI program. This 
allows states to exclude those who became eligible for 
cash assistance as a result of the more liberal SSI pro- 
visions. The law requires that the excluded group be 
allowed to meet the states’ income requirement by 
spending down to the 1972 Medicaid eligibility level; 
that is, by deducting their incurred medical expenses 
from their income. The Commission recommends that 
all states which participate in the Medicaid program be 
required to extend Medicaid eligibility to all SSI recipi- 
ents, and that states be precluded from reducing services 
currently available under their Medicaid plans. . . 


e Continued Medicaid eligibility for the disabled. 
When disabled people who are entitled to SSI payments 
later become entitled to Disability Insurance benefits, they 
may begin receiving too much income to be eligible for 
Medicaid. Medicare eligibility, however, does not begin 
until 24 months after the Disability Insurance benefits 
begin. As a result, there may be a considerable period 
during which the person is without any health insurance 
coverage at all. To eliminate this gap, the Commission 
recommends that Medicaid eligibility of SSI recipients 
who become entitled to Disability Insurance benefits, 
should continue, but only until these recipients become 
entitled to Medicare. 


Abortion coverage 


A great deal of controversy has arisen in recent years 
about whether Medicaid should cover the cost of abor- 
tions, and if so, under what circumstances. The Com- 
mission recommends that coverage of abortions under 
Medicaid should be the same as that for any other cov- 
ered medical procedure... 


LONG-TERM CARE: A SEPARATE PROGRAM 


. . . Providing quality long-term care presents a 
combination of social, medical, and financial challenges. 
As presently constituted, Medicare and Medicaid alone 
cannot meet them satisfactorily. The Commission recom- 
mends that a separate title of the Social Security Act 
be created to provide services other than acute medical 
and hospital care to needy persons who require long- 
term care. This program would be operated by the 
states and financed with both federal and state funds, 
much as Medicaid is today. 


A broad range of services should be available to 
provide quality care in a way which will strenzthen 
community-based and in-home services and reduce the 
need for long-term institutional care. Program benefits 
might include nursing home services; rehabilitation 
services; residential or boarding home care; home 
health, homemaker, and other in-home services; adult 





day care; and aid with minor home remodeling to adapt 
to handicaps. A state agency would be required to 
assess the need for long-term care in each case, estab- 
lish criteria for what care is most appropriate, encour- 
age the development and coordination of services and 
reimburse providers of care. 

Paying for these services under a separate title would 
identify the range of needed long-term care services 
and their costs with greater precision and public con- 
cern than now exists. It would also create a better basis 
for future decisions with respect to local needs for 
services, whether different income and resource require- 
ments should be established for long-term care than for 
acute care, and whether other changes in long-term care 
provisions will be needed to meet changing future needs. 


RISING COSTS OF HEALTH CARE 

In 1979, the cost of health care in the United States 
was $943 per person. By 1990, it could exceed $3,000 
per person. Of the $212.2 billion the Nation spent on 
health care last year, about one-quarter was paid through 
Medicare and Medicaid. 


The Commission recommends that Medicare and 
Medicaid not be used as instruments to control health 
care costs. They must pay their fair share of the cost 
of institutional, physician, and related services to their 
beneficiaries, without shifting costs to the private sec- 
tor in the form of higher insurance premiums and out- 
of-pocket expenses for all Americans. The market share 
held by national health programs, however, requires 
the federal and state governments to participate in ef- 
forts to slow the rate of increase in medical costs. 

The costs must be faced squarely, and responsibly, 
with a national commitment to provide adequate health 
care to the elderly, the disabled and the needy. The 
Commissien recommends that public policymakers en- 
courage competition in the delivery of health care serv- 
ices where competition can help to restrain cost in- 
creases. One way is to encourage the availability of or- 
ganizations such as health maintenance organizations 
(HMOs), which provide comprehensive health care for 
groups of enrollees for a fixed periodic payment. Such 
organizations focus on the need for preventive care as 
an alternative to costly institutionalization. 

The Commission recommends that the Medicare and 
Medicaid programs encourage further experimentation 
in organizations such as health maintenance organiza- 
tions, with the goal of restraining medical care cost in- 
creases. 


REIMBURSING FOR HEALTH CARE 


. . . Hospital care accounted for $85.3 billion in na- 
tional health expenditures in 1979; the cost increased 
12.5 percent from 1978. The magnitude of hospital ex- 
penses, and their dominant role in the Medicare and 
Medicaid programs, makes it imperative that the Na- 
tion use available means to limit the rate of future in- 
creases. 
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e Alternative reimbursement experiments. One de- 
velopment in this area is the evolution of state and 
community programs of prospective reimbursement to 
hospitals. In prospective reimbursement, rates are set 
so that hospitals know in advance what they will be 
paid regardless of the costs they actually incur. It con- 
trasts with the general current practice of retrospective 
reimbursement under which payment is based on cost. 
The amount or rate to be paid may be fixed through a 
number of methods, such as prospective budget re- 
view and approval, rate review or rate setting, or the 
use of formulas to determine rate of payment. When 
a hospital knows what it will be paid before it renders 
its services, it may provide them more efficiently. The 
Federal Government is authorized to promote broad 
experimental programs in prospective reimbursement 
and other alternative reimbursement and rate-setting 
methods. Under this authority, HCFA has evaluated 
existing state and local prospective reimbursement sys- 
tems and is funding a number of demonstration and 
developmental activities to gather further information 
on rate-setting systems. 

The Commission reviewed these experiments and 
believes the evidence shows that moves away from cost- 
based reimbursement have promise. So far, however, 
the results have not demonstrated that any particular 
new approach should be adopted. It is important for 


these experiments to continue. At present, no matter 
how successful an experiment may be, when the data 
from it have been obtained, it must be terminated. The 
Commission recommends that when a hospital reim- 
bursement experiment has succeeded, it be permitted 
to continue without time limit, and that the area to 
which it applies, when appropriate, be expanded. 


e Physician reimbursement. While physicians them- 
selves account for only 20 percent of health care spend- 
ing, physician decisions on behalf of their patients affect 
over 70 percent of health spending. In 1980, as a result 
of these decisions, physicians were responsible for $110 
billion in expenditures, in addition to the $45 billion 
spent on physician services. The issue of physician re- 
imbursement is complicated by the fact that there are 
over 400,000 physicians compared to 7,000 hospitals. 


Some have proposed that physicians be reimbursed 
under a fee schedule, negotiated between the government 
and the physician. Physician fee schedules are simpler 
for providers and beneficiaries to understand, and simp- 
ler to administer. They may remove some of the reim- 
bursement differentials that favor expensive methods 
of treatment. The Secretary of Health and Human Serv- 
ices has authority to experiment with negotiated fee 
schedules as a basis for physician reimbursement. 

The Commission recommends that, if the Secretary 
enters into experimental agreements with local medical 
societies regarding the voluntary use of fee schedules for 
Medicare and Medicaid, the societies be able to use 
the same schedules for other payors. The use of fee 
schedules by physician organizations should be exempt 





from the antitrust laws. In other areas, the present 
approach to setting reimbursable charges would con- 
tinue. 


e Medicare reasonable charge terminology. The pres- 
ent system of establishing reimbursable fee levels does 
not always yield a fee that is necessarily “reasonable” 
in the sense that word is generally used. The Commis- 
sion recommends that Medicare use a term that is 
mere understandable to beneficiaries and descriptive 
of its reimbursement process. For instance, “billed 
charge” could be used for the pbhysician’s fee, 
and “approved” charge for the amount determined by 
the carrier, and “reimbursable” charge for the amount 
to be paid by the program. This would distinguish 
among the three different elements in the reimbursement 
process. 


e Medicaid physician fee levels. Because of the 
program’s low reimbursement levels, some physicians 
are reluctant to treat Medicaid patients. Medicaid’s re- 
imbursement rates must be set high enough to encour- 
age the participation of physicians. The program’s goal 
of assuring access to care for needy people is jeopardized 
when providers are unwilling to treat the poor in the 
same manner as they treat those whose expenses are 
reimbursed from other governmental and private sources. 

The Commission recommends that Medicaid physician 
fees be increased to levels paid by Medicare. The fees 
of both programs will ultimately have to be reasonably 
equivalent to those paid for privately-purchased services, 
or patients under both programs will be denied access 
to medical services. 


WHAT WOULD COMMISSION 
RECOMMENDATIONS COST? 
The total combined increases in costs of the Com- 


mission’s recommendations in the health care area are 
shown below: 


Projected Cost Increases (in millions) 


Medicaid 
State 


$2,935 
3,220 
3,655 





Medicare 
Total HI SMI 


$6,430 $300 $1,160 
7,140 130 1,810 
8,005 150 1,140 
4,070 8,975 170 1,440 
4,530 10,000 420 2,760 


The Medicaid cost estimates take into account the 
Commission proposals with regard to changing the Sup- 
plemental Security Income program (by increasing the 
payment level and by eliminating the assets test) and 
the Disability Insurance program (by reducing the 
waiting period for Medicare benefits for disabled bene- 
ficiaries from 24 months to 12 months). 

The Medicare figures include the additional bene- 
fits payable because of the extension of coverage to all 
employees of nonprofit organizations and to all govern- 
mental employees). e 


Calendar 
Year 


1982 
1983 
1984 
1985 
1986 





Federal 


$3,495 
3,920 
4,350 
4,905 
5,470 
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Update 


Medicaid reports state 
error rate up slightly 


State payment error rates for the 
Medicaid program during the period 
October 1979 through March 1980 
rose slightly over the previous six- 
month reporting period, from 5 per- 
cent to 5.2 percent, the Department 
of Health and Human Services an- 
nounced recently. 

There was a decline, however, in 
the number of states not meeting 
their goals for error rate reduction 
under Medicaid. (The Medicaid pay- 
ment error rate measures dollars 
misspent because of errors in deter- 
mining eligibility.) Also, the Aid to 
Families with Dependent Children 
(AFDC) program showed a drop in 
its payment error rate, from 9.5 to 
8.3 percent for the same periods. 

“The states are serious about re- 
ducing errors and eliminating waste,” 
said HHS Secretary Richard S. 
Schweiker. He said that HHS would 
continue to work with the states to 
achieve more efficient management 
of their systems, and that the Ad- 
ministration is drafting legislation 
that will help considerably in reduc- 
ing Medicaid error and waste. 


HCFA task force to study 
regulations 


A newly named HCFA task force 
will closely review the agency’s regu- 
lations and revise or delete unneeded 
ones. In accordance with priorities 
established by the Vice President’s 
Task Force on Regulatory Relief, 
the HCFA panel will first examine 
regulations affecting the Medicaid 
program and those governing survey 
and certification conditions of partici- 
pation for Medicare and Medicaid 
providers. 

“The basic operating assumption 
is that no regulation is needed un- 
less a strong case can be made in 





support of it,” says Dr. Paul Will- 
ging, chairman of the HCFA task 
fore and Deputy Administrator for 
HCFA. 

Formation of the panel was one 
of the first official actions taken by 
Dr. Carolyne K. Davis when she 
became HCFA Administrator. Mem- 
bers include the director and/or 
deputy directors of HCFA’s four 
major bureaus and three offices. 

The task force will: determine 
assessment criteria and methods; set 
priorities for essessment and revision 
of regulations; and develop a work 
plan to analyze regulations, prepare 
proposals for their deletion or re- 
vision, review and critique proposals, 
and develop and clear necessary reg- 
ulatory documents. 


Unemployed workers 
in Cleveland offered 
temporary health plan 


Laid-off workers in the Cleveland 
area can obtain a special health ben- 
efits contract offered by Cleveland 
Blue Cross and Blue Shield plans 
to provide low-cost, temporary pro- 
tection. 

The program provides interim 
coverage to furloughed workers 
whose group health insurance pro- 
tection has run out. The open en- 





rollment period for the coverage ran 
until April 15. Thereafter, workers 
map apply for a year’s protection as 
they become eligible, until Decem- 
ber 31. All benefits under the pro- 
gram end December 31, 1982. 
Rates are about half those for regu- 
lar, nongroup contracts, because 
front-end deductibles are built into 
the program. 

Cleveland has some 80,000 un- 
employed workers, though not all 
are immediately eligible for the spe- 
cial coverage. 


Device lets HCFA 
communicate with deaf 


Telecommunications equipment 
that enables the deaf and hearing- 
impaired persons to have access to 
rapid, two-way communication with 
the Health Care Financing Admin- 
istration have been installed by 
HCFA. 

Located in HCFA’s Baltimore and 
Washington offices, the equipment 
utilizes teletype equipment to receive 
and answer questions concerning 
Medicare, Medicaid, and _ other 
HCFA programs. Nearly 100,000 
hearing-impaired persons have such 
equipment in their homes, and many 
others have access to them. 

For questions of a general nature, 
the numbers to call are 202-426- 
6022 (D.C.) or 301-594-1668 (Balti- 
more); while specific questions 
relating to Medicare and Medicaid 
eligibility, coverage, allowances, pay- 
ments, and the like, will be answered 
on phone number 301-594-9016. 


When HCFA receives the signal 
for such a call, the HCFA operator 
requests the caller, via teletype, to 
identify himself and ask his question. 
Upon receipt of the inquiry, HCFA 
acknowledges it and either responds 
via the special device or, if informa- 
tion must be gathered, by mail. 
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